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HEARING ON H.R. 2336, THE INCOME-DEPEND- 
ANT EDUCATION ASSISTANCE ACT AND H.R. 
3050, THE SELF-RELIANCE SCHOLARSHIP ACT 



THURSDAY, FEBRUARY 6, 1992 

House of Representatives, 
Subcommittee on Postsecondary Education, 

Committee on Education and Labor, 

Washington, DC. 

The subcommittee met, pursuant to call, at 9:40 a.m.. Room 2175, 
Rayburn House Office Building, Hon. William D. Ford [Chairman] 
presiding. 

Members present: Representatives Ford, Miller, Sawyer, Payne. 
Unsoeld, Washington, Andrews, Reed, Roemer, Kildee, Klug, Good- 
ling, Petri, Roukema, Gunderson, and Armey. 

Staff present: Thomas R. Wolanin, staff director; Gloria Gray- 
Watson, administrative assistant; Maureen Long, legislative associ- 
ate; Colleen McGinnis, legislative associate; Angelique Camfield. 
staff assistant; Rose DiNapoli, professinal staff member; and Jo- 
Marie St. Martin, education coordinator. 

Chairman Ford. I am pleased to convene the subcommittee this 
morning for the first hearing of the second session of the 102d Con- 
gress. 

Today we will hear testimony from a very distinguished group of 
witnesses on two pieces of legislation which were introduced by 
members of this subcommittee. We have before us this morning 
H.R. 2336, the Income-Dependant Education Assistance Act, intro- 
duced by Representative Tom Petri and H.R. 3050, the Self-Reli- 
ance Scholarship Act, introduced by Representative George Miller. 

I am especially pleased that Senators Bill Bradley and Paul 
Simon can join us this morning, for both of them have introduced 
legislation similar to these two bills in the Senate. I am also very 
pleased to welcome our colleague Sam Gejdenson, who has been 
active in support of these proposals. I didn't think you did anything 
but write bothersome reform legislation, Sam. 

[Laughter.] 

Chairman Ford. On behalf of the subcommittee, I would also like 
to welcome Michael Bigelow, the Deputy Assistant Commissioner 
for Returns Processing, who will share with us the views of the In- 
ternal Revenue Service. 

I hope that this hearing will enable us to fully explore these new 
initiatives for financing postsecondary education. I look forward to 
the testimony of our distinguished witnesses. 

U) 



Let me just add a personal comment. For years businessmen and 
others have been coming up to me and saying, "Why don't you 
tools m Congress have a system for collecting student loans 
through the Internal Revenue Service?" Well, I want to tell you 
why. I ve been advocating that since before Paul was Chairman of 
this committee over here and we have never had a Treasury De- 
partment willing to take on the job. It doesn't matter whether 
they ve been Democrats or Republicans because I've tried both 
kinds. The Treasury Department apparently doesn't want to do 
anything it doesn t have to. 

And the reason that we have not made a futile gesture toward 
this kind of provision in our reauthorization legislation is that 
under the rules of the House it would send the legislation off to the 
ways and Means Committee where it may never be heard 6f again. 
And we would rather not get into a partnership with the Ways and 
Means Committee in writing higher education legislation. 

So we intend, fully, to pass legislation here, send it over to the 
Ways and Means Committee because they have the right to the re- 
ferral, and then they will .lave to wrestle with the Treasury De- 
partment about whether it should be done or not. 

I think it's high time that the issue was publicly explored and 
the people have an opportunity to find out just who it is that 
doesn t agree that it s a good idea to use our tax collection system 
for collecting student loans and also doesn't think it's a good idea 
ij^f.,^ repayment system that's income-sensitive. With that, I 
would like to call on Senator Bill Bradley first. 

Mr. Petri. Mr. Chairman? 

Chairman Ford. Oh, pardon me. Mr. Petri? 

Mr. Petri. Thank you, Mr. Chairman. I really do want to thank 
you very sincerely for holding this hearing today, and to thank all 
ot the witnesses for coming and testifying. At the outset, I would 
like to state that I ve gotten involved in this area for one overrid- 
ing reason, and that is to help devise the simplest, most efficient 
student loan program possible. 

I didn't get into it to shift the balance between loans and other 
forms of student aid. I didn't get into it to shift the burden of 
paying tor college away from parents and others and toward stu- 
fu T j j '"^ *° promote one type of school over an- 

other. I did not get into it for any other broad ulterior motive. 

I got into it because we can build a far better mouse trap. Our 
current loan programs are enormously complex, wasteful, unfair, 
and burdensome to students, schools, and to the taxpayere. If we 
were designing them from scratch today, it's haid to imagine we 
would come up with the Rube Goldberg contraption that we've got 
now. ° 

With income dependence we can have a program open to every- 
one; far simpler for scho Is and the government to administer; far 
simpler for students at application, and more manageable and su- 
premely flexible during repayment; attractive enough to draw busi- 
ness away from current programs even if we leave the current pro- 
crams m place; and at the same time virtually eliminating the de- 
fault problem and saving immense amounts of money. 

Now, this last point is particularly important. Some people have 
attacked IDbA while completely ignoring the savings that it can 
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create. But obviously those savings can be spent elsewhere. H.R. 
2336 does not say anything about how the savings are to be used. 
But they could be used for increased grants, as Senators Simon and 
Durenberger have proposed. Or the Ways and Means Committee 
might want to use some of them to pay for deductibility of student 
loan interest. In any case, let's not ignore that feature of this 
"better mouse trap." 

Tm especially pleased that we'll be hearing from the IRS today, 
because the central concept of IDEA and similar proposals is that 
education is partly an investment in human capital. Aib such, it can 
appropriately be financed through future income taxes. 

Unaer IDEA, students agree to pay higher future income taxes 
in return for the wherewithal to earn higher future incomes. In 
fact, we shouldn't think of this as a loan program at all. It's a tax 
agreement which just happens to include an account for each par- 
ticipant with a formula that determines when additional taxes will 
end. Except for that, IDEA taxes are identical to the rest of one's 
income taxes. 

Because of this, IRS collection is central to the concept. IDEA 
does not use the IRS simply as a matter of convenience because the 
IRS is regarded as a good collector. And IDEA will not provide a 
precedent for IRS collection of ''nontax debts," such as child sup- 
port or farm loans. IDEA obligations are related to income accord- 
mg to a bona fide tax schedule. Some people pay more and others 
pay less, depending on income over a period of years. And they 
agree in advance that these obligations will be income taxes. 
Therefore, the IRS is the appropriate agency to collect them, and I 
look forward very much to the IRS's comments on how a program 
of this kind can work. 

I would also like to stress one other crucial point at the outset of 
the hearing. We will hear from a number of witnesses with both 
positive and negative comments, and I am sure committee mem- 
bers will have many questions. Through it all, I would ask all 
present to keep one thing in mind: IDEA, as contained in H.R. 
2336, is voluntary. No one has to participate. 

We take no current programs away except SLS, which is a worse 
deal than IDEA for anyone. Some will argue that IDEA is a bad 
deal for students compared to Stafford Loans. I think those analy- 
ses are faulty. But keep in mind that if IDEA really is a bad deal 
for some, they don't have to choose it. 

With that, Mr. Chairman, I will resist the urge to comment for- 
ever and again thank you for having this hearing, and I look for- 
ward to hearing the witnesses. 

Chairman Ford. Mr. Miller? 

Mr. Miller. Thank you, Mr. Chairman and thank you very much 
for holding these hearings, and I welcome our witnesses. This 
morning we have the opportunity to explore an idea that can pro- 
vide dramatic relief to students and to families throughout this 
country. 

Unfortunately, today when millions of American college students 
are lucky enough to graduate, they receive both the diploma and a 
crushing lOU from the Federal Government requiring that they 
pay their student loans, loans now that are much lai^er than I 
paid for my first house at their same age. 



I think its important to understand the cost of education, the es- 
calation of that cost, and the impact on people seeking the educa- 
tional opportunity. We find today that the entire system of financ- 
ing a higher education is seriously out of step with reality. It s out 
of step with the new economics, with the new job market, and the 
abUity of new graduating students to participate in that market. 

Burdened with hi^h debt from student loans, they find that 
they re entering a thinner job market, a more unstable job market, 
a job market that may reauire them to change not only jobs but, in 
fact, entire careers more than once during their working life. 

Interestingly enough, we also now confront the new reality that 
the only people seeking educational opportunities are not those 
who are pursuing the pure collece education but those who may 
have already benefitted from a college education but now find that 
the job that they hold has disappeared, has changed, or requires 
new requirements. 

We see, in just the past few months, over 70,000 auto workers 
who will be laid off over the coming years from General Motors, 
people at Pan Am where the airline disappeared out from under- 
neath them, the threatened layoffs at TWA, at Macy's Department 
Stores, at General Dynamics, at IBM, and McDonnell Douglas. Mr. 
Chairman and members of the committee, I hope that we would 
look at this as an opportunity for the first time to give Americans 
the possibility of investing in themselves. 

Senator Bradley's bill, a bill that I am very proud to co-author, 
allows people to bank on themselves, to invest in themselves, to be- 
lieve that they can improve their opportunity to participate longer 
and more productively in the American economy by having an ac- 
count that will be available for them to use either to get their ini- 
tial college education or training or to get re-training because of 
events that happened in their lives— very often that they have no 
control over because somebody ran their company into the ground 
or so saddled it with debt that it couldn't survive or technology 
changed or the education that they received 10 years ago is out of 
date with the needs of the marketplace today. 

They will have the opportunity to call upon this account and go 
back to school to get trained to receive additional education, to im- 
prove their skills. And what we're saying to them is we're going to 
guarantee that you repay this loan because if you work, you will 
repay. But this time, you will be able to pay commensurate with 
your income, commensurate with the ability of your family to do so 
orvourself. 

And we're going to guarantee to the taxpayers that you're not 
going to default, you're going to live with this debt and as you 
make more you will pay more. If you become unemployed, then 
you will not pay for that period of time. If you go back to work you 
will pay again. ^ 

For the first time, we have an opportunity to present to the 
American people an account that they can use for self-improve- 
ment, for self-investment, to improve the productivity of this 
Nation, our competitiveness, and the educational attainment. 

I welcome you. Senator, and I'm very proud to co-sponsor this 
legislation with you. Thank you, Mr. Chairman. 

[The prepared statement of Hon. George Miller follows:] 
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Chairman Ford. Does anyone on this side have an opening state- 
ment? 

Mrs. RouKEMA. Mr. Chairman, no, I do not have an opening 
statement. I choose to hear our very fine Senator from New Jersey. 
I think this is an important hearing. One the idea of which— 
pardon the pun — the idea of which I have certain strong reserva- 
tions, certainly questions if not reservations, but I think it's an 
idea that is certainly worth probing. Anything that is going to 
expand higher education opportunity in this economy that is influx 
and with a Nation that is striving to compete in the global market- 
place is certainly welcome. And I look forward to hearing the ra- 
tionale and the exposition of the Senator from New Jersey. Wel- 
come, Bill. 

Chairman Ford. Anyone down here? 

Mr. Payne. Ditto. Mr. Chairman, I would also like to echo what's 
been said by my colleagues here from New Jersey and we are very 
pleased to have our outstanding U.S. Senator Bill Bradley to come 
before us with this great idea. You know he is an idea person. He's 
a person who has for many years talked about the inequities in 
education, and he has talked about the opportunities for young 
people that are many times shut out because of economic stand- 
ings. 

Many times he talked about his upbringing in West Virginia and 
if it wasn't for the fact that he had an outstanding ability to play 
basketball he may have been one of those who would have been 
shut out from becoming a person of the stature which he is today. 

And so I'm here to licten. I support the concept strongly. We 
have to open up education to make it a right rather than a privi- 
lege as it has become. So it's great to see you, Senator. Thank you. 

Mr, RoEM^R. Mr. Chairman? 

Chairman Ford. The gentleman from Indiana. 

Mr. RoEMER. Mr. Chairman, I too would just like to welcome 
Senator Bradley, Senator Simon, a fellow Midwesterner from the 
neighboring State of Illinois, and our colleague Mr. Gejdenson to 
the committee this morning to hear what Fm sure will be eloquent 
testimony on a very important issue. 

As we've heard through field hearings and other hearings before 
the committee, Mr. Chairman, too many of our students are grad- 
uating with crippling debt rather than elevating degrees. We need 
to look at fundamental change, investing in our people and creat- 
ing new opportunities. I look forward to listening to the creative 
approaches that will be put forth this morning. 

Thank you, Mr. Chairman. 

Chairman Ford. Thank you. Senator, you may have observed 
that New Jersey is not only well-represented but over-represented 
on this committee sometimes. So the New Jersey influence will be 
noted in the future on the legislative decisions in this committee. 
We have them on both sides and they tend to be the most effective 
members of the committee. 

Go ahead. Bill. 
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STATEMENT OF THE HONORABLE BILL BRADLEY, A U.S. 
SENATOR PROM THE STATE OF NEW JERSEY 

Mr. Bradley. Thank you very much, Mr. Chairman. And let me 
ag^ with the first part of your characterization in terms of being 
etlective. I would ask unanimous consent if my full statement could 
be printed m the record, and I would like to take just a few min- 
ut^talking about the Self-Reliance Scholarship concept. 

Chairman Ford. Without objection, your full statement will be 
placed m the record immediately following your comments today 
and you may proceed to comment in any way you feel most com- 
tortable and any way you think will make the best record. 

Mr. Bradley. Mr. Chairman, I needn't tell this committee about 
wnats happened te the costs of higher education in the last decade 
and what s happened to Federal assistance for higher education in 
tfte last decade. The cost of higher education has risen over 50 per- 
cent. Federal assistance has risen about 20, 25 percent. 

Public colleges and private colleges are dramatically increasing 
their cost tuition. Just in the last year public colleges have in- 
creased 12 percent. The average public college costs about $5,000. 

hkh M^$2f 0<S" ^ ^^^'^ ^° ^ 

I needn't tell the co nittee, because of its expertise and experi- 
ence how important higher education is to long-term productivity 
in this country. In fact, there are some new approaches to the 
theory of economic growth that assert the most dynamic and im- 
portant element of improved growth prospects for our whole econo- 
my 18 in the education sector. 

And if you want to pull productivity forward, there are two areas 
S u^?y ™^if *° concentrate on in my opinion. One is in moving 
tne bottom three or four rungs of the education ladder up several 
pegs. And the second is facilitating more people going to college 
and gettmg degrees so that they can contribute more fully to our 
economic progress. 

. It is with that in mind, combined with the fact that I think there 
Sr^T^ T country today a slight pessimbm that a major 

etlort on higher education might correct-for example, in our State 
l^J^.ilA% ^^iJ^^^'t^n' ^ y®^'" ^bout 35 percent of the 
Sf?^ a lower standard of 

ivmg than they do. In July, 52 percent of the people in the f tate of 
New Jersey said their children would have a lower stendarti of 
living than they do. 

fi.L*^*^fi^® °" j***^ ?® *^"*'?1 elemente driving that peesimism is 
i.V.Iii X education is drifting out of the reach of a great 
number of New Jersians and Americans. And we have come to be- 
nf Jvf ^ country that, if not a right, at least it was the main 
path to economic betterment. And when that is drifting out of the 
reach of people it is understandable that they would conclude that 
their children would have a lower standard of living than they do. 

<?«if Pon * Q^V? ""l?"^ ' *l^«^"?h an idea that I call 

ijeil-Keliance Scholarships that Congressman Miller has introduced 

n™ "°!;f; ^n"^' Self-Reliance Scholarships are 

KSWJ"®** ^ American up to the age of 50 to get up to 

J|>dd,UUO to go to college in exchange for an agreement to commit a 
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percent of his or her future income for a specified number of years 
into an educational trust fund. That trust fund would then be 
available for other Americans to use to go to college. 

It is a rather simple idea. If I could go back over the first state- 
ment, and Congressman Miller made this eloquently, i. is available 
to nontraditional students. Student loan program, the Pell Grant 
program are primarily used by traditional students, 18-, 19-, 20- 
year-olds going to college. 

Increasingly in America we have the phenomenon of the high 
school graduate who goes to work for 10 years in a job and discov- 
ers it's a dead end and needs more training but has no means 
really to be able to obtain that additional education. We have the 
phenomenon of the mother that raises children and at age 38 de- 
cides that she would like to go to college t'^ have better prospects 
for the job market. We have the phenomenon of companies recog- 
nizing an international competition and they need to upgrade the 
skills of their workers and if they could, they would like to use the 
existing community college structure in their area but somehow or 
another they can't make the finances work. 

For all three of these nontraditional segments of the potential 
college student population Self-Reliance Scholarships is a help. It is 
also obviously a help for the traditional student. We know that if 
you go to college you earn 60 to 70 percent more than if you don't 
go to college. 

College is, in effect, an investment. So if we make an investment 
there should be returns on that investment. And that is the con- 
tract that someone who would sign up for a Self-Reliance Scholar- 
ship would agree to, that you would agree to obtain a percent, a 
certain amount of money, say for example $10,000 to go to college. 

And in order to get $10,000, you would agree to commit 1.5 per- 
cent of your income for 15 years into an educational trust fund. 
Given that you earn 60 to 70 percent more, it's a pretty good in- 
vestment. And the thought behind this was that we should have 
people, as many people as possible, going to the college that their 
ability will allow them to go to. 

Now, a central point: this not a replacement for the Pell Grants 
or for Guaranteed Student Loans or for any other existing pro- 
gram. This is simply another good way to help families pay for col- 
lege education. 

Now, the cost of the program would be in a budget sense rather 
minimal because the only thing that you would really have to 
cover is the subsidy cost, the subsidy value. The default rate would 
be very low because I would envision doing what the Treasury De- 
partment, as the Chairman has stated, has been reluctant to do 
and that is having the percent of income taken directly off of your 
wages or directly off your income tax. 

The IRS will argue they can't do this. I'm on the Finance Com- 
mittee. I've heard this song sung many times. The fact of the 
matter is they are involved in child support enforcement and they 
are involved in a number of other areas, as Congresswoman Rouke- 
ma knows very well. And they could also be involved in making 
sure that these commitments are kept, the percent of income off 
the wages. 
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I think that this idea is one that has struck a cord in the con- 
stituents that I ve shared it with in New Jersey and in many aud" 
ences across this country. It is also the right time in my view And 
I would hope that this year is the year that we be able to make 

Am^rll I ^' mcreasmg the pool of resources available for all 
Americans to go to college. 

Now, as I look at the members of this committee, there are many 
who have excellent ideas about higher education. I do not view tWs 
proposal in any way competitive with those ideas at all. I see this 

Zul^ A ^u^^y ^ ^^^P «end their children to 

college and Americans have the opportunity to go to colletre 

I appreciate the Chairman's offer for me to come testify I of 
course^ will be totally dependant upon~not totally. buTcongJ;^. 
mfji^ A^!,71" '^^^^y}^ carrying this idea in part in the c^- 
And I loc^k forward to working with the Chdrman and com- 
mittee members at any point that they might call upon me to do 
so. And I m prepared to respond to any questions if you choose. I 

of ^^tiplr r ^^""^ ^ ^""1 I know ther^ aVTa l<i 

?i T^if 'V l™ prepared to answer questions. If you choose not 
to, that won't disappoint me either. 
[The prepared statement of Hon. Bill Bradley follows ] 
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Bnittd States Senate 

WASHINGTON. DC 20910-3001 

Senator Bill Bradley 
TestlMony on Self-Reliance ScholarshipB 
House Committee on Education 6 Labor 
February 6^ 1992 

Good morning. Thank you, Nr. Chairman, for calling this 
hearing and giving members of Congress a chance to conside«r a 
major new idea about how to pay for college before the 
reauthorixation of the Higher Education Act comes to the floor 
here and in the Senate. With your leadership, we have a chance 
to produce legislation that will mak^ as big a difference in 
opportunity for thoue who want a better education as the original 
Higher Education Act of 1965. Let me also thank Congressman 
Miller, lead sponsor of the Self-Reliance Scholarship proposal 
here in the House, and Congressmen Petri &nd Gejdenson for their 
roles in promoting the idea of a new option for student finance. 
I agree with Professor Bluestone that this is an idea whose time 
has come. 

To demonstrate the need for a program like Self-Reliance 
Scholarships, let me begin not with figures, but with a letter I 
received from a young woman in New Jersey t "When it was time for 
me to apply to college in the late 19708," she writes, 

my choice of college was practically unlimited because 
of the comprehensive Federal financial aid programs.... 
Today my youngest sister, who is now 18 years old, 
finds herself in a very different situation. Ny sister 
has been forced to apply to colleges based on finances 
rather than her considerable academic ability. Her 
choices were severely curtailed by my parents* modest, 
middle-class income and the fact that she is the last 
remaining dependent child in their home. Even though 
my parents are "better off than in the 19708, my 
sister does not even have the same opportunity I had 
fourteen years ago. 

This family's story is not unusual. It is happening all 
across America as tuitions skyrocket and financial aid shrinks. 
Last month the College Board reported that tuition at public 
universities jujnped 12% in just the last year. Average tuition 
at a private college crossed the $10,000 mark for the first time, 
with some charging $22,000 a year or more. Pamilicis are finding 
that without a college education, their kids can't hope to get 
ahead, but that education is becoming unaffordable for middle- 
class families. 

The tragedy is bigger than the individual family, however. 
It is a national tragedy of America shooting itself in the foot 
despite stiff international competition. It is a tragedy of 
America choosing to squander its human potential, it is a 
tragedy of America, by inaction, endangering our belief that the 
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now, at 36 or 40 yearni for tho Independence that a college 
education can bring, would all be eligible. 

Self -Reliance Scholar! hipi would give anyone, up to age 50, 
as much as $33,000 for higher education in exchange for a 
commitment to pay a percentage of the graduate's income into an 
education trust fund that would provide more Self-Reliance 
Scholarships for the next classes of students. The percentage of 
income each student would commit and the length of the commitment 
would be flexible, based on the student's choices and the amount 
obtained. If you took $10,000, for example, you could agree to 
pay back 1 H percent of your income for the next 25 years. Or, 
you could agree to pay a little more, say 2 H percent of income, 
and pay off the obligation faster, in just 15 years. 

There would also be a ceiling and a floor on repayments, no 
graduate could avoid paying his or her fair share, and graduates 
fortunate enough to earn very high incomes at a young age would 
not be penalised for success. The student who took out $10,000 
and agreed to pay back I H percent of income for 25 years would 
pay back, in the first year, no less than $477 and no more than 
$1,083. A graduate with income less than two-thirds of the 
average for college graduates would pay the minimum, and a 
graduate who made more than one-and-a-half times the average 
would pay the maximum. 

This feature, in particular, distinguishes Self-Reliance 
from other proposals to link repayment to future income. The 
floors and ceilings that keep everyone's payment reasonable will 
make Self-Reliance appealing to the full range of students — 
those who expect to do well early as well as those who want to be 
teachers or social workers and earn very little for quite a few 
years after graduation, if an income-contingent loan is an 
option in the current system, but only those who expect low 
initial incomes elect the option, this "adverse selection" will 
make it unworkable. The floors and ceilings on payment make 
Self-Relia.x.j fairer, allow us to make it flexible and 
affordable,, and make it likely to work where other experiments 
have failed. 

I have developed Self-Reliance Scholarships because the 
current Federal student loan and grant programs do not adequately 
meet the needs of today's students. First, those sources of 
funds are shrinking in relative terms, while the cost of tuition 
is rising. The Bush Administration's latest answer is to let 
graduates deduct the interest they pay on student loans. How 
does that help a family that is declared ineligible for loans 
today? How does it help the graduate who starts at a low-paying 
Job, who cannot meet her loan payments in the first place and who 
does not itemize her tax deductions? It does not help. 

I should say here that this committee and your counterparts 
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Chairman Ford. Thank you. During the Reagan Administration, 
when it was fashionable for the administration to attack Federal 
employees on every front, there was a system set up to find within 
the Federal Government all employees who had an unpaid balance 
on a student loan and then collect it through the IRS. Didn't we 
facilitate some sort of a program to collect through the IRS unpaid 
student loans for Federal employees? 

Mr. Bradley. Well, defaulted student loans, yes. For Federal em- 
ployees? I don't know if it was directed specifically to Federal em- 
ployees. 

Chairman Ford. Federal employees were the avenue that got us 
into it. Maybe that's why there was no objection to using the IRS 
as a collector. Later, we hitchhiked on that and added the IRS for 
defaulted loans as a way of meeting reconciliation targets. But by 
then, the die was cast, they were already doing it and they had to 
acknowledge that it could be done. 

Mr. Bradley. Mr. Chairman, there is no question that it can be 
done. The IRS does have a pretty good computer. Some people 
would argue that it's not as good as it should be. Those of us who 
would like to collect more and are responsive to the IRS's request 
for more personnel in the Finance Committee and the Ways and 
Means Committee also would like that new personnel not only to 
collect taxes but also to help facilitate collection of certain things 
owed the government such as an agreement to pay a certain 
"'^IS""* °^ order to get a Self-Reliance Scholarship. 

There s no question the IRS can do this. It's a threshold question, 
as usual. I mean, you know bureaucratic inertia institutions like to 
do today what they did yesterday, notwithstanding changing times 
and changing needs. And it is, of course, not within the jurisdiction 
of this committee to tell the IRS to do that. It is however, in the 
jurisdiction of the Ways and Means Committee and the Finance 
Committee to determine that they shall do that. I hope that's the 
way It will come out because, as you've said, there is no question 
that they have the ability to do that. 

Chairman Ford. Thank you. Senator Bradley, recently a study 
was brought to my attention regarding what the difference is after 
15 years between a student who comes out of school with a big debt 
and a student who comes out of school and goes into the same 
career path without the big debt. And there's a surprising differ- 
ence. 

What's surprising is not that there is a difference after 15 years 
m the assets owned by these two people, but it's the dimensions. 
This study found that after 15 years the student who started out 
after school without debt accounted for 5 to 10 times as much in 
assets accumulated during that first 15 years as a student who 
started out under the present system repaying their debt the way 
we do. 

The impact at the low income end of the scale of this flat debt 
obheation is not, therefore, something that's temporary that you 
work out of as vou make more money. It puts you behind the curve 
and holds you back making progress during the key early years of 
your career. And that's not a result we were trying to achieve. Ob- 
viously, it's something we would like to avoid. 



16 



AH of the bills that are here suggest that we would avoid that 
unintended consequence to some degree by stretching out the re- 
payment and making it income sensitive. That might be the 
answer to a problem that's being more and more identified by 
people that we're creating as a wake or a wave from our efforts as 
we go through the water. 

Mr. Bradley. Mr. Chairman, I couldn't agree with you more. 
That's one of the aspects of the bill that we thought long and hard 
about. I think it would be the characteristic of virtually any 
income-contingent loan program, whether it's Senator Simon s idea 
or Mr. Petri's idea or others, that you would pay based upon your 
income therefore you would not have the phenomenon of getting 
out of college and having to pay a whopping part of your income in 
student loan repayments. 

You would be able to have resources. You could count on a cer- 
tain amount of your income that you would have to pay for repay- 
ment. You would have an idea as your income increased over time 
how much more but it would be a kind of set percentage of your 
income. 

Now, in Self-Reliance, what we did, and Congressman Miller was 
instrumental or important in this, is we wanted to provide some 
certainty not only as to specific percent of income but also specific 
number of years. You can do one of two ways. You can either say, 
like we do, that you do both specific length of time and specific per- 
cent of income, or you can have a specific percent of income with 
an indefinite period. 

We chose to try to be as definite as possible. And that, of course, 
led to a circumstance where there would be some people who made 
more than others paying a little bit more back into the fund. But 
there would be a cap of 150 percent of the average earnings for a 
college graduate and 66 percent floor for the average earnings of a 
college graduate. 

But neither one of those changes would violate the principle that 
you asserted which is it's got to be better to pay a percent of your 
income because you will be able to afford that, particularly in the 
early years, and you wouldn't have the problem of the diminish- 
ment of asset accumulation. 

Chairman Ford. Thank you. Mr. Miller? 

Mr. Miller. Thank you, Mr. Chairman. And thank you. Bill, 
very much for your testimony and for coming up with this legisla- 
tion and this idea. I don't have any questions because I think the 
most contentious point has been the historical one of IRS resist- 
ance to this. You have covered that very succinctly — it can be done. 

I just think in terms of the realities, that it must be done be- 
cause—you're so correct — otherwise we're simply foreclosing that 
opportunity for what eventually will be millions of young Ameri- 
cans and families to do that. In my own State we just went through 
a 40 percent increase in cost at the university and State college 
system. As I listen to my son's friends talk about that, that's extra 
semesters, that's extra time at home, it's time out of the job 
market, and above all, it's additional debt when they do enter the 
job market. 

So thank you very, very much for your testimony. 
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Mr. Bradley. Thank you very much, George. If anyone doubts 
about the IRS you ought to ask them how they manage to compute 
tor Iiq milhon taxpayers three levels of tax bases for the alterua- 
uye mmimum tax, plus the regular tax, plus the gross cash tax. So 
it s iust not an issue. 

Chairman Ford. Mr. Petri? 

Mr. Petri. I just have one quick question. First, I wanted to 
thank you for coming over here and for your important leadership 
in this area in advancing and giving credibility to this whole ap- 
proach. 

My question is this. In view of the large potential budget savings 
that could be obtained through either your proposal or IDEA, 
which both really go basically in the same direction, do you think 
this IS something that the Finance Committee might be interested 
in adding to the coming tax bill? And to that end, do you think it's 
possible to come to an acceptable compromise with Senator Duren- 
berger who sits on the committee with you, and with your col- 
league. Senator Simon, as this bill moves forward? 

Mr. Bradi^y. I do have hope that a provision similar to this 
could be made a part of an overall budget. I know we have talked 
about It in the Finance Committee and I think that there are areas 
of compromise between what I've proposed and what Senator 
^'Jirenberger and Simon have proposed in the Senate. 

My concern is that this simply not be a replacement for existing 
higher education programs, and that's my msyor concern. And then 
1 also think that the repayments schedule has to be clear enough 
so that It can be explained to people simply. And I think those are 
the two areas where there could be some fruitful discussions. And I 
would hope that we would be able to come up with some program. 
Things are moving. I think there is a chance. 

Chairman Ford. Mr. Sawyer? 
^ Mr. Sawyer. Thank you, Mr. CI airman. I don't have a question, 
just a brief observation Senator. And that is that the demographics 
ot college populations has changed so markedly over the last 25 
years that measuring eligibilities based on parents' capacity to sup- 
port children really doesn't reflect the needs of that marketplace 
anymore. It is the capacity of an individual who may, himself, be a 
parent to invest in his own potential earning capacity that is, per- 
haps, the most compelling part of this whole thing. It puts control 
into the hands of the person who is taking advantage of the loan. 

Thank you very much for introducing this. I look forward to 
working with George and our chairman in helping to make chis 

?fe '^^^?J^7^"' Congressman. That is the reason it's 

called Self-Rehance. Pell Grant, Student Loan Program depend on 
parental income. This depends on the individual and the individual 
taking on the commitment that in exchange for the money they 
agree to a percent of their income for a specified number of years. 

Chairman Ford. Brace vourself. Senator Bradley. Marge*? 

Mrs. RpuKEMA. We've been good friends for a long time haven't 
wt{ We don t always agree but we've been good friends. 

Chairman Ford. But I can't pass up an opportunity to tease you: 
you'll understand that. ^ ' 

Mrs. RouKEMA. The Chairman thinks I'm pushy, I think. 
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Senator, I don't expect you to answer the specifics of my ques- 
tions here. I'm just setting up a framework for discussion. And 
frankly, 1 think that conceptually there could be agreement be- 
tween us, particularly with ray husband having had experience 
when he went on to medical school of a similar program although 
it was a private scholarship program. It was a question of borrow- 
ing the money— in that case it was at no interest — but making ar- 
rangements with the scholarship fund to get your payment for 
medfical school tuition and then have an agreement as to what you 
paid back to the fund. And it became a revolving fund for future 
medical scholarships. In our city of Paterson it was the McBride 
Scholarship Fund. 

Conceptually, this is the same idea. But here we're talking about 
a much larger program and we're talking about taxpayer money, I 
think, being involved here. So my concerns are — and again, I would 
probably submit these questions to you at a later time — revolves 
around the question of actuarial soundness of this program. I'm not 
sure about the full repayment schedule that you have here, but 
could you answer this question: Do I understand that there is a 
subsidy here or is it full payment for value? 

Mr. Bradley. You have to cover the subsidy value of the loan in 
the budget, that is what you have to raise. You don't have to raise 
money in a direct loan program because it's simply a transfer of 
one kind of asset to another. And what this is, is it's about $700 to 
$800 million a year, basically. It's much less because the defaults 
are down. The banks are not a part of it. 

And I would finance that amount by putting a 10 percent surtax 
on people who make more than $1 million. And that would cover 
the budget cost for this program. Now, because we are 

Mrs. RouKEMA. Excuse me, Senator. On an annual basis that 
would be ongoing and that offset on taxes would set the actuarial 
soundness of the program? 

Mr. Bradley. It would set the budget soundness and you 
wouldn't be increasing the budget deficit. Now, actually, based 
upon some numbers that I'm aware of that are going to come for- 
ward in the next couple of days, you could probablv do that for less 
than 10 percent on people who make more than $1 million because 
it turns out that our estimators have discovered that there are a 
lot more people who are making income over $1 million and not as 
many making capital gains over $1 million. So you could probably 
do it for a little less than 10 percent, probably 7, 8 percent. 

Mrs. RouKEMA. Well, that's very helpful. Fm glad that you noted 
that, the budget neutrality of it. But the actuarial soundness, that's 
what I want to go into at another time. I don't really have all my 
questions fully formulated but we've had enough experience, as you 
know, with problems in government guaranteed programs, whether 
it be PPGC that my subcommittee is dealing with, or banks or even 
home mortgages, FHS mortgages. And so we must be very careful 
in setting up such a program for the liability there, yes. 

Mr. Bradley. Til take a run at it if you want me to, not that I'll 
have all the numbers right, but 

Mrs. RouKEMA. No. I understand. 

Mr. Bradley. The actuarial soundness of the program of the Self- 
Reliance Scholarships depends upon the estimate of average earn- 
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ings for a college graduate over a 20-year period being correct. If, 
for example, the average earning is higher than you have project- 
ed, then you are in a basic surplus. If, on the other hand, it's lower 
than you have projected, then you have shortfall. 

But one might point out there are other programs that are also 
premised on particular income growth in the overall economy, one 
of which is Social Security. If you had a dramatic drop in income, 
you would have a problem with Social Security as well. So this is 
not an unfamiliar concept in terms of projecting but it is not the 
same as if you simply took the loan and committed to a percent for 
as long as it takes to repay the loan, plus whatever prime was. 

And that doesn't give you certainty as to the number of years 
you would have to be paying a percent of your income but it would 
eliminate the unceitainty as to whether you have projected correct- 
ly on average earnings for a college graduate. 

Mrs. RouKEMA. Thank you, in a sense you anticipated one of my 
other questions. But we will have to explore this a little further 
whether there are other revolving funds and what our experience 
has been. You alluded to Social Security. I just, offhand, can't 
think of other revolving funds like this, unemployment compensa- 
tion perhaps? Well, not a 

Mr. Bradley. I don't know if you would call the highway trust 
fund a revolving fund, but that clearly is 

Mrs. RouKEMA. Well, we can look into it. 

Mr. Bradley. Yes. 

Mrs. RouKEMA. All right, thank you very much. Senator. 
Chairman Ford. Mr. Payne? 

Mr. Payne. Yes, thank you. Senator, I guess the basic princi- 
ples—I'm trying to see what they are— the proposal would provide 
anyone up to age 50 with up to $33,000 and a repayment would be 
a nxed percentage of income up to 5 percent, over a period of 25 
years. What would happen if a 50|^ear-old who you would expect, if 
it's a female, maybe to work to 62? And if indeed you come up with 
$33,000 at 5 percent, you're going to run into Social Security. I 
didn't want to throw in any complications— I'm not a tax person 
and I did read your simplified tax plan of 86, but 

Mr. Bradley. Well, you mean if someone signed up at age 50 for 
5 percent for 25 years, would they still be around at 74 to make 
their payment? Well, I think that s a legitimate question. We felt 
that that's as high as we could get it in order to get the amount of 
money back into the fund that we needed. I tried to go as mature 
as possible so that it would be available to more people. 

Now, if someone could come in and demonstrate that that jeop- 
ardizes the stability of the fund, then youVe got to move it to 48, 
welL we'll move it to 48. That number is guideid by the exact ques- 
tion that you raised, which is if somebody makes a commitment 
will they actually be able to put the money back in? And if they 
don't put the money back in then will the fund itself have short- 
fall. 

I'm sensitive to that and that is something that I would be pre- 
pared to address or change depending upon the data. Again, the av- 
erage public college is about $5,000 and I think that vou won't fmd 
a lot of people taking $33,000 at age 50; that would be my guess. 
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Mr. Payne. Right, thank you. I agree. I'm one of those that still 
believe that eveo^hing doesn't necessarily have to be budget neu- 
tral. Especially if we're talking about an investment in America 
and we re talking about trying to get back our competitive edge 
which we seem to have lost over these past 10 years as you've indi- 
cated. The wealthy have become much more wealthy, that's prob- 
ably why you were surprised with the larger number of million- 
aires. But the poor have increased and the so-called middle class 
also have had serious problems. 

So if we're going to reinvest in America I think that this is as 
important as tnat $2 billion B-2 that they're going to build in 1993 
at that cost. So I agree with you and it wasn't to say that I'm in 
opposition but, I'm even of the opinion that education does not nec- 
essarily have to be budget neutral because of what it does to en- 
hance our competitive edge in the future. 

Thank you, Mr. Chairman. 

Mr. Bradley. Well, let me respond. I agree with that. We do fi- 
nances for the millionaire surtax but keep in mind this is a univer- 
sal program. Anybody in America up to the age of 50, which means 
even a millionaire's son might want to be self-reliant. In which 
case you don't depend on the trust funds, you sign the contract, get 
your money, repay over 20 years. So the idea is this should be 
available to everyone. 

Mr. Payne. Thank you. Senator Rockefeller used to talk about 
whether he wanted to inherit it or do it the old-fashioned way. 

Chairman FokiO. Mr. Andrews? 

Mr. Andrews. Thank you. Senator, thank yon for beinjg with us 
this morning and for lending your credibility to a belief that I 
think you share with most of us on this committee, which is that 
although there are a lot of outstanding programs of access for 
higher education financial aid, there is something fundamentally 
wrong with our system right now. There are too many people who 
have the ambition and the ability to get a higher education who 
aren't getting one, and we have to do something that's really differ- 
ent than what we've been doing before, and not just rearrange the 
furniture a little bit. 

I appreciate the fact that this program, I think, goes a long way 
toward filling a void for the nontraditional student, as you said and 
as Congressman Sawyer said. We know in our State so many 
people who are not the 18-year-old leaving home for the first time 
with mom and dad at home, but they're people who have been in 
the work force for a while, the single parent, et cetera. 

So I think that you're absolutely on the right track. I look for- 
ward to working with you to try to persuade the Treasury Depart- 
ment to take a more active role in doing what we all know it can 
do. And I just have one specific question, which is: Does the pro- 
P'am contemplate students making loan repayments while they're 
in school? And if not, what would be the source of those repay- 
ments and what would it cost, generally? 

Mr. Bradley. You can do it either way, it just changes the table. 
It changes the repayment table. In my view, either way is fine. If 
you sign up to begin during your years in college then you basical- 
ly will have a longer repayment. If you sign up to do it after col- 
lege, then you probably would have slightly shorter repayment. 
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Again, the concept is not repayment of loan but it is return on 
investment. The government would be making an investment 
giving you the $20,000 or the $10,000 and you would be providing 
the return on that investment to those who made the investment 
in you, the government, by a percent ci" vour income. You could 
leave it to the recipient's option as to whether they would choose to 
begin in college or immediately after. 

Mr. Andrews. Would the minimum payment apply to someone 
who IS in college? Your testimony indicates that 

Mr. BRADLfiY. The 66 percent, it could. I think if you're going 
to— this deals with the cross subsidy issue— if you were going to 
have the cross-subsidy and not have adverse selection, which 
means people who are going to make a lot of money not participate 
in the program because they've got to pay more, then you would 
have to apply both the cap and the floor to anyone at any point in 
participation in the program in order to keep it solid. 

Mr. Andrews. Thank you very much. 

Mr. Bradley. Thank you. And Jet me thank you also for your in- 
terest and leadership in this. 
Mr. Saw/er. [presiding] Mrs. Unsoeld? 

Mrs. Unsoeld. Just one minor concern because I think there are 
a lot of good ideas in this, but by humanizing an inhuman loan 
system that students are currently faced with do we run the risk of 
getting ourselves off the hot seat for providing more grants for stu- 
dents who are also self-reliant but may have less resources to start 
with. I don t want us to be thinking that loans are the way that we 
nolonger have to pay adequate attention to giving grants to. 

Mr. Bradley. No, this, as I said, is not a replacement for existing 
programs. In fact, 1 think there can be a major argument that we 
ought to increase, say. Pell Grants. But it is another good way to 
pay. * ' 

The maximum you can get is $33,000, so what will inevitably 
happen is you 11 find a student who, if they are eligible, would get a 
mi Orrant. And if they re eligible, they will get a guaranteed stu- 
fu"*.., f J?i A^®" l^^yl^ be— this is a traditional student— then 
they 11 be $3,000 to $4,000 short of being able to go to the college 
that they could get into but couldn't afford. 

And so, enter Self-Reliance Scholarships, they will plug that fi- 
nancing gap with Self-Reliance Scholarships that will allow them 
to go to the college that their ability allowed them to get in to. And 
they wont have to settle for what was second or third choice 
simply because of their family income and the amour.t of resources 
available to them through Pell Grants and Guaranteed Student 
Loans. 

Mrs. Unsoeu). Just as long as it doesn't take the political heat 

\? ^ provide those grants. I appreciate your work 

Mr. Bradi^y. Well, again, I would— if you would just take a look 
at some of the new work done on economic growth, it breaks up 
what various things contribute to economic growth, labor, capital, 
and other things, you find that technology which was your tradi- 
tiona triumvirate, your third part of your triumvirate in the tradi- 
tional theory breaks up now into quality investment in education 
and ideas being key engines for economic growth. 
Mrs. Unsoeld. You don't have to convince me. 
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Mr. Bradley. All right, well TU save that speech then. 
[Laughter.] 

Mr. Sawyer. Mr. Reed? 

Mr. Reed. Thank you, Mr. Chairman. Senator Bradley, I want to 
commend you on your leadership on this important issue. I have a 
speciHc question about the financing mechanism. Essentially what 
you^re saying is that the only budget costs would be the interest 
that the Federal Government would pay on the debt it borrows, 
and that's about $700 million? 

Mr. Bradley. Well, the subsidy cost. The subsidy cost, as you 
know^ in current loan programs deal with banks and deal with de- 
fault rates. But no banks here, it's a direct loan so that's out of the 
picture. Will there be any defaults? Well, you know, some people 
could die but not a whole lot. There would be minimal^ minimal 
costs, certain administrative costs. 

Mr. Reed. So^ the subsidy cost of administration, default — ^which 
is projected to be low, and the interest cost of borrowing the money 
from the government? 

Mr. Bradley. That's it, yes. 

Mr. Reed. And you're going to fmance that. Then, when these 
people pay the money back ^nto the system, do you anticipate at 
any time that those payments back to the system would make this 
fund self-sustaining? 

Mr. Bradley. Yes, I do. It's estimated at about 16 to 17 years 
down the road vou end up with a self-fmancing trust fund. So that 
from the standpoint of the investment in higher education, you 
have something that is forever. So this is a little bit like an inves^ 
ment in, say, a bridge or a road that once it is built fmally— -maybe 
looking around New Jersey, it's like 287, a road that never seem to 
be completed — once it is built, it's forever. And that is another 
aspect to this that I think is enormously attractive because it 
makes the long-term investment question very clear. 

Mr. Reed. One other quick question — less a question than sort of 
a thought — if this is run through the tax system, presumably thev 
would have priority in eny collections. Have you or your staff 
thought about any adverse effect on other forms of lending? 

I ^ess the other way to look at it is, have you thought conscious- 
ly about how you would accommodate this program with the Staf- 
ford Loan and the other loan programs? 

Mr. Bradley. Well, this would oe separate. It would be a third or 
fourth good way to Day for college education. How the programs 
would interact I think is very difficult for anybody to say now. My 
guess is that they would be layers and this would be the final layer 
that would try to plug a hole. 

Mr. Reed. I guess one point, not to deflect the importance and 
the significance and substance of the program, is that there could 
be a situation where the Department of Education and the Treas- 
unr are fighting over the assets of an individual 

Mr. Bradi^y. Oh, you mean you would have the Department of 
Education trying to get the Guaranteed Student Loan and the IRS 
trying to get the Self-Reliance Scholarship? 

Mr. Reed. Yes. 

Mr. Bradley. Well, in that case, there's no question in my mind, 
the IRS wins. 
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[Laughter.] 

Mr. Reed. So have you talked to Mr. Alexander about this pro- 
gram? 

Mr. Bradley. Well, Tm certainly willing to talk to anybody 
about this program because I think it's terribly important. 

Mr. Reed. Thank you very much. 

Mr. Sawyer. Mr. Kildee? 

Mr. Kildee. No questions. 

Mr. Sawyer. Thank you very much, Senator. 

Mr. Bradley. Thank you, and let me apologize to Senator Simon 
who, if he's still there, I know how busy these people's time is and 
I thank you for allowing me the time. I apologize for taking Sena- 
tor Simon's time, but as for Congressman Gejdenson, well 

[Laughter.] 

Mr. Sawyer. Thank you. Senator Bradley. 
Senator Simon, it's a pleasure to have you back here before this 
committee. 

STATEMENT OP THE HONORABLE PAUL SIMON, A U.S. SENATOR 
PROM THE STATE OP ILLINOIS 

Mr. Simon. Thank you, Mr. Chairman. I feel at home in this 
room. I spent a lot of years in this room. It is a pleasure to be here. 
And I would ask unanimous consent to insert my statement in the 
record and also the statement of Senator Durenberger who is a co- 
sponsor of my legislation. 

Mr. Sawyer. Without objection. 

Mr. Simon. Mr. Chairman, I want to commend you and Bill Ford 
and Tom Petri and everyone else who has said, "Let's take another 
look at this thing." About a year or yeai and a half ago I said to 
my staff, "Instead of just tinkering at the edges on the higher edu- 
cation bill as we have done the last two times we reauthorized, let's 
see what we can do to really do something significant for the coun- 
try." 

And as it turned out, my colleague Dave Durenberger was think- 
ing along the same lines and we ended up with the Simon /Duren- 
berpr bill. AncJ let me add I'm a cosponsor of Bill Bradley's bill. 
We re going in the same direction. I think there are some political 
problems in terms of getting the Bradley bill enacted that we have 
fewer problems in our bill. 

First, what you have done here in raising Pell Grants is extreme- 
ly important. If you take the old G.I. Bill after World War II and if 
you were to put an index on it, that would be today $8,100 in assist- 
ance and there was no income qualification on the G.I. Bill. The 
Pell Grant today is $2,400 and you have to very, very lucky if 
you're eligible for the Pell Grant. 

What we do in our bill is we take the subsidy that we now give 
to the bankers, to the lending institutions— and I would remind 
vou arJ we're running into some opposition obviously from the 
lending institutions, but I would simply remind you this is a higher 
education assistance bill. It's not a banker's assistance bill. It is not 
a Sallie Mae assistance bill. This is to help students and colleges 
and that's what we ought to be doing. And we think our bill moves 
in that direction. 
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With the present loan programs, in a recession, what do people 
do? There is nothing income-contingent. We are imposing all kinds 
of difficulties on people who have been students under the present 
program. We ought to move away from that. And what our propos- 
al is, like the Bradley proposal, is income-contingent, basically ex- 
empting the poverty level, and we make it self-fmancing. 

Borrowers pay back the principal plus interest. And we use for 
interest treasury rate plus 2 percent. And the 2 percent more than 
takes care of defaults. I heard Mrs. Roukema talk about, ''We're 
talking about taxpayers' money." You bet we're talking about tax- 
payers' money. We re talking about taxpayers' money when we 
talk about $3.4 billion that we're going to spend on student loan 
defaults this year alone. 

This program gets rid of the student loan default problem. It 
much of the paperwork. That's why the GAO says a direct loan 
program simplifies the paperwork for colleges, for students. 
Anyone who wants to is eligible for the loan. We say you can get 
up to $6,500 the first 2 years, $8,000 the next 2 years, and $11,000 
to $30,000 for graduate school depending on the cost of the pro- 
gram. Obviously, if you get a Ph.D. in English Literature, it doesn't 
cost as much as if you're going to be a physician or something like 
that. 

IRS collection — I couldn't agree more with Bill Ford and what he 
had to say before about IRS collection. The answer is yes. You're 
going to hear from the IRS. They don't want to do this. No agency 
wants another function tossed at them. But we have to ask what is 
in the national interest. And it is clearly in the national interest 
that we develop our human resources. 

Economists don't agree on very much, as all of us know. They do 
agree on one thing, and that is the United States is going to com- 
pete with the rest of the world either through lower wages or 
higher skills. And this proposal says, ''Let's invest in higher skills 
so that we can lift what we do in our country." 

It also moves away from the present program which discourages 
people from making the choice they really want to in terms of 
career. Let's say you're a student in Washi.igton and you're trying 
to decide to become social worker or do you become a lawyer. 
Frankly — I don't mean any disrespect. I married a lawyer. My 
daughter is a lawyer — we probably need more social workers than 
more lawyers in our society today. But our present systems skews 
it in the wrong direction. 

We use the money that we save to shift over the subsidy. We 
make the loan program self-financing. You begin to pay after you 
get out of school and you pay either until the loan is paid or 25 
years, and at the end of that it is cut off. But the 2 percent over 
treasury rate more than compensates for any defaults. 

And then we take the money that we now subsidized the lending 
institutions and apply it to Pell Grants. And frankly, what we have 
done in order to comply with the Budget Summit Agreement, we 
have added $600 to Pell Grants and we have made that an entitle- 
ment. If we can work out, in conference with the House, some 
system where we can make entitlement of Pell Grants, period, I'm 
all for it. I have to tell you candidly, in the Senate to pass some- 
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thing we can't do more than whatever we provide the revenue for. 
I think that's the political reality. 

Now, we're going to provide an option for schools. We're going to 
say, "You can go whichever way you want. You can go our pro- 
gram. You can go the current program. And you get your choice." 
And to Sallie Mae and the banks who are now telling schools, "Oh 
you're going to have all kinds of paperwork," the GAO doesn't sav 
that. But if any school wants to not use our program they don t 
need to. We give them the option. 

But we ought to do better for this country than we've been doing 
and we can do it. I talked to Bill Bradley. We've had some conver- 
sations about working out a compromise. Real candidly, one of the 
concerns I have in the Bradley proposal in terms of getting it 
passed in the Senate is the additional tax that is there. Frankly, I 
will vote for it tomorrow, but I don't know that we can pass that in 
the United States Senate. I don't know that we can get the Presi- 
dent to agree to it. 

Finally, let me just add you're going to hear from, as I under- 
stand this morning, also from the Pennsylvania Higher Education 
Assistance Agency. Lending agencies that come here and that 
agency and the others do good work and they have done good work, 
just as Sallie Mae has done good work. But sometimes agencies get 
interested in perpetuating themselves rather than the service they 
were originally designed to do. And when anyone makes any 
money out of the present system, take it with a grain of salt. It's 
like the tobacco institute people who come in and tell you, "We 
have research that shows cigarettes don't do any harm." 

The question we have to ask ourselves is: How can we more effec- 
tively help students? I think this idea is moving in the right direc- 
tion. And Tom Petri, we have to give you a great deal of credit for 
helping to pioneer in this. 

I would be happy to answer any questions. 

[The prepared statements of Hon. Paul Simon and Hon. Dave 
Durenberger follow:] 
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Mr. Chairman and members of the subcommittee, thank you for the 
opportunity to testify on the concept of Income-contingent loans. 

I must begin by emphasizing that providing income-contingent loans is 
not the most important thing we can do to promote equal opportunlfy in 
this Nation. The l>est way to help more of our troubled youth find skills and 
Jobs, the way to improve our productivity in thz long term, is to invest in our 
human resources by making more grants available to students from low- and 
middle-income families. I commend the members of this subcommittee and 
the full committee, and particularly the Chairman, for their insistence on a 
Pell Grant entitlement in this reauthorization of the Higher Education Act. 

Anyone who doesn't believe that more scholarships can help the 
economy should look at the old G.I. Bill. It was conceived of as a gift to 
veterans of World War II, nothing more. But it turned out to be a 
tremendous investment in our own prosperity. If you were to take that old 
G.I. Bill and add inflation, it would be worth today more than $6,100. That 
helps to put the proposal for a $6,500 Pell Grant in perspective. 

Mr. Chairman, the student loan proposals we are discussing today offer 
clear, dramatic improvements in student assistance. Ihis hearing is taking 
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place in the midst of a national recession that, among many other things, is 
severely testing our present student aid structure and all of its flaws in ways 
that make these differences that much clearer and more dramatic, Right 
now. across this nation, thousands of young adults, assaulted by the effects of 
the recession, are confronting the choice of making the monthly payment to 
the bnnk on a student loan, or going into default to use that money to pay the 
mortgage and keep the family home. And who will pick up the tab if the 
choice is to default? Hie taxpayers will. 

There is a better way. a plan that would prevent this dilemma, prevent 
these damaged credit records, prevent these defaults, prevent the cost to 
the taxpayer, and give borrowers a reprieve when tiiey need it. Income- 
contingent loan repaym'^nt is that better way. 

Because even if we can significantly expand grant aid — which I hope 
we do there will still be a huge demand for loans, and some students will 
still be saddled with large debt burdens, particularly at the graduate school 
leveL That Is why we must do everything possible to ensure that money in 
the student loan system is not wasted on middle players and bureaucracy, 
and we must do what we can to minimize the negative consequences of 
student debt burden. 

The fact that there are a number of different proposals in Congress for 
income-contingent loans is evidence of the great appeal that the concept 
has. While there are differences in the approaches that the bills take, 
S.1845 (the Simon-Durenberger bill) and the separate proposals by Senators 
Durenberger, Bradley, and Akaka, and RepresentaUves Petri. Gejdenson, and 
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MUler» all have three elements In common: 

"•UniveiMl MfibSUtf. Tht loans are available to any student 
regardless of tnetr £Eunlly Income. This significant]^ reduces the 
paperwoilc that Is now required to figure out if someone qualifies for a 
loan program based on their family income and other factors* 

•-Dlract lending. Hie funds flow directly to students from the Federal 
government, through the schools* at interest rates that are wholesale, 
not retail. As you faiow, this simpler process was made more feasible 
the reforms in the FY91 budget bill, 

-Income contlngsnej, The payback depends on the student's income 
after graduation, and operates throudi the income tax system-a far 
more ^tfflclent and efi'ective qrstem than the current collection efforts. 

Income Contingency. IRS Collection 

It is this third common element that I know the subcommittee Is 
Interested in today. Student loan debt creates a number of problems. First, 
many youth and adults decide against going to college, because they are 
afraid they might fall, and they won*t be able to pay off their loans. With an 
Income-related program, that fear Is reduced. During a period of 
unemployment or low wages, the required payments are reduced 
automatically. 

Second, too many students don't do what they want to do with their 
lives, because of the loan payments they need to make. This might be a 
scientist who wants to be a high school teacher, but works for industry 
instead. Or a doctor who enters a hl^-paying specialty instead of working 
in an limer-clty health clinic. Debt burdens skew these career decisions. 

Finally, large debt burdens postpone dreams. I know a couple in 
Southern Illinois who are paying more than $800 a month in student loan 
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paymcnto. They would like to buy a home, but they simply can't afford to. 
Income-contingent payments would help to make their debt more 
manageable. 

Income-conungent payments and IRS coUecUon also help us to 
address the default problem. A large part of the current problem is that 
people go through a low income period, default, and then never pick up 
where they left off. By reducing the required payment based on income, 
borrowers can go In and out of the system without tiylng to figure out who 
owns their loans. Also, for those people who do have money, having the IRS 
as the coUecUon agency will make it much more difficult for them to avoid 
paying. 



TheFlnnnrtal Aid fnr a]] students Aoi ft, ip^i^ 

The proposal J introduced with Senator Durenberger does a number of 
things, and It Is designed to comply with the budget agreement reached last 
year. First, it replaces the current Stafford and SLS programs with a new 
loan program called IDEA Credit. ITils Is similar to the program developed 
by Representauves Petri and Gejdenson; i wlU describe the differences late, 
in my testimony. Replacing those programs with a new program that does 
not require a government subsidy allows us to save most of the cuirent costs 
of the guaranteed student loan programs. currenUy about $2.7 billion for 
fiscal year 1992. 

We use those enUUement savings to increase the Pell Grant by $600 
above whatever level is funded by the appropriaUons committees, if we did 
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that this year, 470,000 additional students would receive Pell Grants. Then 
we establish a new Excellence Scholarship program, capped at a total of 
$500 mUlion, to provide $1000 scholarships to students who do take a 
challenging curriculum in high school, do well in college, and/or participate 
in early intervention and student support services programs. Finally, we 
provide funding for a block grant of $100 million to the states for expanded 
early intervenUon programs, like the *'l Have a Dream** program pioneered 
by Eugene Lang In Harlem. This part of our bill is based on a proposal 
developed by Sen. Jeffords. 

Because IDEA Credit can offer lower interest rates than the current 
system, no origination or insurance fees, and more grants, most students 
end up with less indebtedness after college under S. 1845, and all have 
more reasonable and flexible loan payments based on their income. 

Our bUl is not written in stone, and some have suggested that the 
savings be used for other purposes, such as continuing some type of in- 
school interest subsidy. Others have suggested that the program be made 
available at the option of the school. I have discussed these suggestions with 
Sen. Durent>erger, and they will likely be incorporated into the amendment 
that we will ofTer on the Senate floor when the Higher Education 
Reauthorization bill Is considered. 

Income>Dependent Education Assistance HDEAl Credit 

The income-contingent loan system in S. 1645 is based on the Petri 
proposal: payments are adjusted on a progressive scale based on income, 
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the repayment pertod varies, and amounts owed after 25 years are forgiven. 
I wlU not go into the detaUs of the repayment or coUectlon process, because 
you haxc the experts here today. But let me list the differences between 
IDEA (Petrt-Gejdenson) and IDEA Credit (Slmon-Durenberger): 

niS251?^!?'*7*HS*Sf^if""PP'«»°^ (Both 
propoMl. would reptace SLS). IW, re,ulta In a uvli«. of more ttiMbSTon^r. 

-IDEA Ciwllt begin, with the 1994-95 ^.denilc year. Inrtcd of upon enactment. 
JIS^S!**" »e«Ponalblllty of the Deputment of Bducatloa. not the Denartment 

-IDEACit dit hu no pouiltx lor hiHtw incoaie pvticlpanto or for earhr reiumn^nt 

""^ repayment amountT Cowress 

f;/ss^s;,!nr;u^^"ar^^ 
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The PHEAA Mgmo 

Mr. Chairman, later this morning you will he from a representative 
of the Pennsyhranla Higher EducaUon Assistance Agency (PHEAA). 1 am 
tempted to simply say what I have said about some of the reports on direct 
lending that Sallle Mae has put out: A report on student loans by a guaranty 
agency is like a report on smoking by a tobacco company. You have to 
consider the source. 

But I would like to address some of the Issues that PHEAA raised In a 
November 5, 1991, memo that was provided to my ofBce a few weeks ago. 
(I should note that PHEAA has never expressed Its concerns, or double- 
checked Its assumptions, with my office). Essentially, PHEAA argues that 
low Income students would have to pay more under IDEA Credit than under 
the current system. This conclusion Is based on two assumptions, botli of 
which are In error: 

—The PHEAA memo looks only at the loan program. Instead of the 
package that Senator Durenberger and I are offering. I would not 
propose to eliminate the in-school Interest subsidy If it was not 
balanced by a Pell Grant increase. (Moreover, the amendment we will 
offer In the Senate may maintain the In-school Inter'sst subsidy, 
making PHEAA's claim even less meaningful). 
—The PHEIAA memo assumes that our program requires students to 
spread their payments out In order to make them more affordable. In 
fact, as I noted above, the required payment amount is a minimum 
due based on the borrower's Income. Our bill explicitly allows 
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students to pay more if they can afford to. This provides students with 
flexlblllQr. 

Once you consider these errors, the whole PHBAA argument becomes 
Irrelevant. For the record. I have included with my testimony a more 
detailed discussion of the PHEAA memo, prepared by my staff. 

Condualon 

I commend you, Mr. Chairman, for your willingness to consider, and 
even promote. innovaUve approaches to helping American families pursue 
their dreams of a higher educaUon. I have experienced, over the past few 
months, what I Imagine you have been dealing with for a year: the onslaught 
from lenders, guaran^ agencies, Sallle Mae and others with a financial 
Interest in the cunent system. I don't have anything against Sallle Mae or 
lenders, but we have to decide If the purpose of the student aid programs is 
to subsidize banks, or to provide aid to students. And I dont have a difficult 
time making up my mind on that. 

It is clearer today than It has ever been that we need a strategy to 
regain the high-wage economy our naUon once took for granted. And In any 
equaUon, educaUon and Job training must be the key elements of that 
strategy. The plan you are considering today would expand educaUonal 
opportunity and invest more in our people. Opening postsecondaiy 
educaUon to aU who seek it Is. in the end, not so much a gift to them as it is 
a gift to ourselves. 

Again, I thank you for the opportunity to tesUfy. 
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MEMORANDUM 



Date: 
Re: 



To: 
From: 



Selena Dong, United States Student Association 
Bob Shireman, Office of Sen* Paul Simon 
January 30, 1992 

PHEAA's analysif of IDEA Qcdit 



As I prontised last month, here are my thoughts on the Noveml)er 5^ 1991/ memo 
from Pennsylvania's guaranty agency, the Pennsylvania Higher Education 
Assistance Agency (PHEAA), analyzing the Simon-Durenberger IDEA Credit 
proposal. 

Essentially, PHEAA makes a number of erroneous (and some outrageous) 
assumptions designed to make IDEA look like a bad deal. This is not surprising 
given the agenc/s vested interest in the current programs. When the errors are 
corrected, IDEA is clearly the better option. This is because through direct lending 
we can buy more student aid with the same government subsidy; and with IRS 
collection we can have a program that is sensitive to income, automatically giving 
more flexibility to lx>rrowers with large debt burdens. 

I should emphasize that it clearly would be better to piovide students with more 
grant assistance. But given that some students will have to borrow, there should be 
no question that it is better to have lower fees, lower interest rates, and increased 
sensitivity and payment flexibility based on the borrower's future income. 



This memo is divided into two main sections. The first section looks at ''the front 
end"- the amount of aid that is delivered to students in the current system versus 
S. 1845, the form that it takes (grants, loans, payments of interest), and the resulting 
indebtedness. The second section looks at "the back end"-* the repayment of loans 
under each proposal. That is followed by a brief discussion of the concept of 
"discounting." 

At the front end, PHEAA makes a number of errors and inappropriate assumptions 
in its analysis, resulting in a negative portrayal of the Simon-Durenberger proposal. 
For example, PHEAA ignores the inaeased grant aid that is provided under the 
Simon-Durenberger plan. I offer a new analysis that addresses PHEAA's criticisms, 
but (appropriately) assumes that the total government subsidy is the same in both 
systems. With this correction in the PHEAA analysis, it is dear that the Simon- 
Duieiibeiger plan puts far more of the program's money in the hands of students 
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than doM the oumnt tyttem. 

At the back end (paymenfc. on loans), the PHEAA analysis incorrectly portrays IDEA 
Credit as a rigid program, rather than the flexible program it is designed to be. 
Because borrowers are not forced to make payments over a longer period, as PHEAA 

»BAO«Utf£f.?a«;«ef!;ri?n1 
collection mcchanlim which also allows payments to be more scnsiave to the 
bonower's income and famUy situaUon. •cn.mvc 

2S.'Sa*!?!2u*.?^P*^ °^ ^ *«» to find fault 

Jli ' J r°!r»' P'*"'=*P"- '"°"«y value over 

time. PHEAA concludes that a 10-year loan repayment period must be better than a 
l6.year repayment period (even with a lower interest rate) because when you add up 
•U the paymento, you pay less over 10 years. But if thaf s the case, why stop at 107 
^l!"^Ji^ 2? Why not pay for coUege up front and avoid all interest 

^^LuVUL^^V t^"' ^. 'ff"^ "^^ >~n one with 
alformu payments. When you're a student or unemployed, you probably prefer to 

Credit P"v^es this kind of flexibility, aUowing boiroweii to l>^^h out payments if 

«!J[JIL^!JT£^*°^ '""y «>n^P«'«' to *eir debt load. PHEAA nlistakenly 

assume that IDEA requires lower payments and longer repayment periods; in fact 
roa\ simply them. So PHEAA's argument is not o^jj iUogiS, ^ 



II. THE FRONT END: PROVIDING AID TO STUDENTS 

'"''''?r^ ^"'fy not evaluate the whole of what 

benators Simon and Durenbeiger are proposing. As you know, the proposal 
establishes anew loan program, IDEA Credit, as a replacement of the cunrent loan 

liT P^""" *° ^ self-finandng, which means that the 

funds that wouW have been spent to subsidize the current Iran programs-$2.7 
WUlon in thi» 1992 fiscal year-are avaUable for other purposes. The Simon- 
Durenberger bill shifts most of that money into the Pell Grant program. So in 
evaluating the two proposals, one must compare the loans that a student would eet 
now, compared to the loans and increased grants that he would get under the 

uTw"5l!?"?5^"^'r'^' ' ^ •'•ve previously shown, the result 

is diat most students leave school with less debt under Simon-IXirenbereeV than 
under the current system: * 



1..^ . '^f ^ *^ •mendnwtt that is oHncd on the Hoor, to use the 
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TOTAL INDEBTEDNESS: Pott<D)lege tndebtedncM for studcnti receiving the same amount of 
total financial aid (grants & loans) under the current system vs. Simon-Durenberg^r^ at public 
and private colleges. 

Amount owed after four yean of college under: 
Current System Simon-Durenberger 



Low-income family: 

PUBLIC: i\0;Z79 

PRIVATE: $28,132 

Middle-income family: 

PUBLIC: $20,946 

PRIVATE: $31,211 

Higher income family: 

PUBLIC: $23,097 

PRIVATE: $32,937 



$8,760 
$25,793 



$19^66 
$29;{00 



$21,900 
$31,633 



Even though students from low- and middle-income families receive an in-school 
interest subsidy under the current system and not under IDEA Credit, the increased 
grants and reduced fees under Simon-Durenberger mean that they needed to borrow 
less money in the first place. For students from higher-income families (who do 
not receive the in-school interest subsidy in the current system), the amount of 
indebtedness is lower because the interest rate and fees under IDEA Credit are 
lower. 

A« Borrowing Assumptions 

PHEAA says that some of the borrowing assumptions used in the above analysis are 
too high. Instead, PHEAA's analysis assumes that all students borrow $2500 a year, 
for a total of $10,000 (yielding $9,200 of usable funds, because of the 5% origination 
fee and 3% insurance fee). The agency bases its assumption on its data from 
students at public colleges. PHEAA no doubt used this assumption because it makes 
the current program loolc better: the amount is just under the loan limits of the 
subsidized Stafford (on which the government pays the interest during school), so 
they can avoid showing the build-up of interest on an 5LS. In addition, PHEAA errs 
in assuming that these need-based loans go to students from higher-income 
families, because they would not qualify in the current system. I must assume that 
the PHEAA data refers to the unsubsidized Stafford offered by PHEAA to dependent 
students whose income is too high to qualify for the subsidized loan. With this 
correction to the PHEAA assumptions, using the lower borrowing amounts that 
PHEAA suggests results in the following changes in the preceding chart for 
'TUBLIC colleges: 
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TOTAL INDEBTEDNESS (after PHEAA •djiutments) 

Amount owed after four yem of public college, receiving $9200 in aid: 

^lAM^i^ . .. C^^'SyMem Simon-Durenbciger 

Middle-income family: $10/X)0 $8 760 

Higher income family: $11/10 $1U93 

TTierefbre, making the changes that PHEAA suggests does not change the 

STrl^r" 'M* ''^'^T ^^^^ ^* lesfindebtedness undef Simon- 
Durenberger than under the current system. 

B. Shifting Subsidies 

Jie government's payment (to the lender) of the student's interest while in school 
k really just a monthly grant of sorts, equal to the interest that the student wSd 
frL°i?rTK '? P'y- Simon-Durenberger legislaHon shifts this subsidy 
(as wel as the current payments to banks and other sa^dngs from direct lending and 
rmLt"?r' g'a"' program. What ,h?PHEAA analysis dLs it 

3» ii^i A^iJJ'I^iu ^^["""^ P'°8'"'"' ^"•^ »"-«hool interest subsidy, 

^ ^"''^ ^'^2 * pant aid. So it looks like student? leave 

Si?? I "I!?!f "^f ^ S"*"' """y »he fact that tSere 

IS $2.7 billion in addiHonal student aid in the system. 

At the end of its analysis, PHEAA finally notes its omission and argues that one 
cannot assume that the same person who would get an interest suteidy in the 
current system would get a Pell Grant under Simon-Durenberger. While there are 
such cases, it does not follow that a fair analysis would only compare terroSers in 

Tr^Iffi" • compare all stldents. si^ hire 

are also those who will get larger Pell Grints under Simon-Durenberge^, but who 
would not have borrowed under the current system(and therefore do not lose any 
interest subsidy). PHEAA's approach is the same as if I were to do an ana yS? ^ 
showing (,«/y the increased Pbll Grants, without showing the impact of the 
elimination of the in-school interest subsidy. *^ 

PHEXiI''/iSH;iIl!!'*T^'*?*"f "^T °'"»'y^"g *e two proposals while addressing 
PHEAA s, criticism. The key is to fix certain variables, so that wc can analyze others 

^T^'l 7 ''i' ^"""^ " government to pUde X 

fZ^l I ^y*'*'"^ ™* '^l"''^^* to assume that the 

finTo f» I *"*«'^*«' so we can 

?s"i,SiL'mT^^^^^^ ^'"'^ ""'^ " - 

'° govern"'*"* has Y dollars to spend, how much 

student aid could we get under each system? This requires us to assume that the 
government has a certain amount to spend, then analyze how muchXt JSy , fn 



ERIC 



43 



39 



each system, in terms of loans (including interest i^ates and fees) and grants. That is 
the structure of the original Simon-Durenberger analysis, to which PHEAA objected 
because eligibility is determined differently for grants and for loans. An alternative 
approach is to assume that the subsidy, in both systems, is spent within the loan 
programs,^ That is the second example, below. 

1, Analysis of the total government subsidy necessary to provide the same 
amount of aid to students under two different systems. 

This is really just the structure of the analysis that the U.S. General Accounting 
Office (GAO) did of direct lending. In assessing the comparative cost of a direct loan 
system, GAO assumed that borrowers would pay the same fees and same interest 
rates under each system, and that the total volume of lending would be equal. As 
you know, GAO concluded that the sv^ritch to a direct loan system would save more 
than $1 billion (present value) in the 1992 loan cohort. More recently, the 
Congressional Budget Office concluded that the direct loans in the House bill will 
save $950 million compared to what it would have cost to offer them as guaranteed 
loans. 

So that we are comparing apples with apples, let us assume then that the Simon- 
Durenberger proposal is changed to retain the in-school interest subsidy for 
qualifying students (remember, this is a policy dedsion-and probably not an 
unreasonable political assumption), and the current fees and interest rates are held 
constant (even though fees and interest rates are lower in the actual proposal, just as 
they are lower in the actual direct loan proposal). We can reach a conclusion similar 
to GAas, because the front end of IDEA Credit is identical to direct lending (the 
source of capital, the elimination of middle players). Furthermore, we can expect 
greater savings, because collection through the income tax system is far less costly 
than contracting with servicers, and defaults are significantly reduced, even after 
accounting for borrowers whose balances are forgiven after 25 years.^ 

As you have already noted in supporting direct lending, the $1 billion-plus that 
could be gained with these changes can be used to the benefit of students, as the next 
example shows. 

2. Analysis of aid provided under two systems u$ing the same overall 
government subsidy* 



2This Is not an unreasonable assumption. Senator Simon, in a letter dated Deceml)er 5, 1991, 
indicated that he will likely propose retaining the in-school interest subsidy (particularly if IDEA 
Credit bccx)mes an option for schools rather than a complete replacement of the current loan programs). 

^The Congressional Budget Office (CBO) analysis of IDEA Credit concluded that replacing the 
current programs with IDEA Credit "would save the federal government roughly $2 billion in 1992." 
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iS£ /,h?Urt&*^,' I"".""? "id can we buy for $2.7 

J2 J. K ? '""^V direct lending, IndepeJdent 

analyses luve already been done that essenHaUy addi«ss that qu«tion^A the 
Houseand Senate committee bills use about the Mme total,uW?y S.t, wrording to 
^.^JS^ But the product that is purchased with this suWrt^rSTourS 
Jf^ ^^"^^ As the chart below shows, direct lending can elimiiate^ ,nd 

subsidized Stafford program are a significant benefit to students who qualify. 

Iwn tetiitt lYi lh Wc under cuirmt ivum Hir^ ifj^ i j^ j 

SENATC (GUAlSKaWANSrS'cDM^^ LENDING) 

OriglMtlon fee 5* __, 

Insurancefee 1-3% ™" 

InterMtrne(i$t4yrs) 9% ^ 

Intere»lnte(U»l6yrs)variaWe(T+3.25),inixlO% IZ 

Loan limit (year 1) $3000 iSm 

Loan«mH(year2) $3500 S 

Loan llmll (years 3^) $5500 

SLS/PLUfiln.n. 

OiginaUon fee 5% 
iMuiancefee 1-3% 

InlerMl rale variable (T+3.25), max 11% variable fr+3.25) max 12% 
Loan Umil (years 1-2) $4000 *ifv« 
Loan limil (years 3^) $5000 ,^000 

mE^'rll lir! "''"^i: u°t^' d"'""" be lower under 

S R^^» ' u s»"d«nts than the House 

mL^^J?/*™ 1?" conservative side, I will assume only that the terms of 
IDEA Credit would be idenUcal to the House bill.* 

f " ^'nP'" *e »wo systems, while holding the subsidy constant. Ifs clear 

2. SSi r^jiVU''" ^"""d better iff at the Lnt enS 

with IDEA Credit. How much better off depends on the amount borrowed 
Assuming that the student qualifies for a St^ford loan and therefwe eetethe In- 
school interest subsidy, after four years of college, the total indeSS uide each 



^. A-,u !' ** '***^'>' *° ?»^« dl/ferenl assumptions about the means of providing the subsidy to 
students to eiuui« ttial only one that there is only one dependent variaWeS^indA^r^ ™, u 
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system would alrvays be less with IDEA Credit or direct lending. For example, a 
student who needs $3000 in aid each year would owe nearly $13^ (because of fees) 
in the current system, but only $12,000 under IDEA. Students who do not qualify for 
the in-school interest subsidy would find even larger savings because of reduced fees 
and interest rates. (I expect to prepare new comparison tables based on the proposal 
that will be offered on the Senate floor. I will get them to you when they are ready). 



IIL THE BACK END: PAYMENTS ON LOANS 

The PHEAA analysis is incorrect in its description of the repayment plan under 
IDEA Credit. During periods of low income after college, borrowers are not required 
to reduce their payments and spread them out over a longer period. IDEA Credit is 
simply designed to recognize the borrower's income and family situation and attow 
lower payments during those periods (and to forgive the balance if that low income 
status continues for a long period). This fact completely eviscerates PHEAA's 
claims, unless one believes that borrowers should not be allowed, at their own 
choice, to extend their repayment period.5 

After making its erroneous assumption, PHEAA then proceeds to use a completely 
inappropriate method for evaluating different repayment options. Instead of 
properly discounting future payments in order to determine the present value of 
any particular repayment plan, PHEAA simply adds up all of the payments over 
time. This argument is moot (because borrowers may make larger payments if they 
choose to), but I do discuss it briefly in the section IV. 

It should be emphasized that the desire to make the lower, income-contingent 
payment a required minimum, not a maximum, was an explicit decision on the part 
of the authors of the bill. As you know, the IDEA Credit program is based on H.R. 
2336 by Reps. Petri and Gejdenson. One of the changes made in the Simon- 
Durenberger bill was, to eliminate the early repayment penalty, so that borrowers 
would not have that disincentive to making larger payments. And a new section 
was added to the bill explicitly stating that borrowers may pay more than the 



SAnd if this is the case, then the current consotidalion options sttould be eliminated, too. There 
is some evidence that this is PHEAA's position. Page 4 of the memo states that The Imsic problem 
with the IDEA repay nnent schedules lies in the fact that borrowers are allowed more time to repay 
their loans." 

The original Simon-Durenbefgcr nuterials compared IDEA Credit to the basic loan under the 
current system, and also to the consolidation loan. PHEAA does not even mention k>an consolidation in 
its memo (Doing so would have detracted from the argument that spreading out repayment is always a 
bad thing to do). 

7 
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required payment 6 This was induded so that they can avoid negaHve amortization, 
if they choose to In that small minority of cases in which low income and high 
indebtedness lead to a required ,>ayment that does not cover interest 

It must be pointed out that not only are longer repayment periods not unknown in 
the current system (with consolldationX but negative amortization is also not 
uncommon. Borrowers who plead with lenders for forbearance during periods of 
low income or unemployment have the interest added to their principle. 
Unfortunately, all too often borrowers do not take the lime to figure out who owns 
their loan and go through the steps of proving hardship, so they default. 
Meanwhile, interest accumulates-and if the system ever finds them, they will have 
to pay it. With IDEA Credit, the required payment automatically ukes account of 
the borrowei's income and family situation. And the borrowers who gets laid off 
and would default in the current system, upon re-employment would automatically 
be brought back Into IDEA Credit repayment (because it operates through the 
income tax system). 

Just so that everything is dear: The minimum payment amount under IDEA Credit 
is based on an amortization schedule, with adjustments made according to the 
borrower's income and family situation (e.g. dependents).? Paying lower amounts 
lengthens the repayment period, except that no borrower pays more than prindpal 
plus interest, and any balance due after 25 years is forgiven. 



IV. SPREADING PAYMENTS 0?;T 

The foundation of the PHEAA analysis (which, again, is based on the erroneous 
assumption that students are forced to make lower payments) is that it is bad for the 
borrower to reduce payments by extending the repayment period. The PHEAA 
memo dtes one borrower whose payments would be spread over 16 years under 
IDEA: ' 

Their repa>Tnent amount wi)l total $22,028, 120 percent more than they 
borrowed, and 46.3 percent more than they would have had to pay for $10,000 
in Stafford Loans. 



^Section 459(0(4) of the bill sUles thai 'Toothing in this part shall be interpreted to prohibit 
a borrower from paying an amount in excess of the amount required to be repaid under this part." 

noHfying borrowert of the repayment amounts, it is intended that ♦hoie who are low income 
would be infomwd not only of the minimum, but of the amount that would need to be p«id in order to 
cover interest, and the amount that they would need to pay in order to pay off the loan in a cerUIn 
number of yeare. Whether to pay the higher amounts would be up to them, based on their own analysis 
of their present and fuhjre situation. ^ 
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This argument is absurd. It is the same as making the seemingly scandalous daim 
that a Stafford Loan costs SO percent more than to just pay the $10,000 tuition up 
front. Of course, this is no surprise to anyone. People take out loans and agree to 
pay interest because they either do not have the money at the time, or they expect to 
have an easier time making money in the future, or both. Thaf s why future costs 
and beneflts must be "discounted" to determine the net present value. Simply 
adding up payments is meaningless.^ As a basic economics textbook notes: 

To evaluate . . . benefit streams, future proceeds (or costs) must be 
translated into present values. They must be discounted, to allow for 
the fact that future benefits are less valuable than present ones. The 
same applies to the evaluation of costs.^ 

The value of any given payment depends on when it is to be paid. It "costs" more to 
pay $100 today than to pay that same $100 next year. The easiest way to think about 
this is'to assume that you have the $100 now. You can either pay it today, or you 
could put it into an interest-bearing account, and next year you would have $105. So 
if you wait until next year to make the $100 payment, you would have $5 left over- 
clearly a better option. Another way to think about it is to ask. How much would 
you be willing to pay now, to avoid owing $100 next year? If you simply consider 
the alternative of putting an "equivalent amount of money in the bank, that 
aoiount would be about $95. That is the present value of the future payment. 

This is not to say that to delay payments and pay more interest is always a good 
thing. It depends, of course, on the interest rate, on the current income, and on the 
expected future income. As an investment in a students own future, a college loan 
can certainly make a great deal of sense. At age 25-34, those with associate degrees 
make on the average 40% more than those with just a high school education. With 
a bachelor's degree, they make 63% more. With a professional degree, they make 
three times as much. In fact, given the return on an investment in higher 
education, most students would heavily discount future payments. Under IDEA 
Credit, borrowers have the alternative of extending repayment if they are low 
income, and if they remain low income for a long period, some payments will be 



•Using PHE AA't method of analyzing hiture paymenb on lenders siwuki be eager to 
purchase my $10|000, lO-year, 8% student k>an and offer mt instead 20 years of piyments at 5% interest. 
PHEAA's analysis wouki have me refect that deal, since the total amount paid woukl he higher than 
under the 10-year frfan. Of ooune, moat rational borroweri woukl be pleased to take the 5% tonger-term 
k>an, but so far no lender has made the offer (at least none tlut are in business anymore). 

*The PHEAA analysis ignores this basic fact found in any economics textbook. This partkulsr 
cite is from Richard A. Musgrave and Pegg> B. Musgrave, Public Fimnce in Theory and Practice, 
McGraw-Hill, N.Y., 1980, p. 184. 
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V. PUITING IT ALL TOGETHER 



pwase/orw of that subsidy te a pSiStt hands of students (The 

collection mechanism which also allows i««ml«!c v ** « "ore efficient 
borrower's income and family situation *° ^''^''ive to the 
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STMamrr bt 

U.S. BmiaOR DAVB DDRBNBBRGER 

HODSB BDDCATXOII AMD IAB(» COMMXTTBB 
HBARmS OM DXRBCT LSHDXMG 
AND THB HIGHER BDDCATION ACV 



Mr. Chairman, I want to thank you and the other members of 
the Committee £cr allowing me this opportunity to place on the 
record my own strong support for fundamental changes in the 
student financial aid system — the kind of changes that are 
needed to meet the realities and opportunities facing American 
higher education as we approach the 21st Century. 

I also want to pay special tribute to one of your members, 
Congressman Tom Petri, who has been my mentor on this issue, and 
who has devoted much of the last decade to designing a simple, 
workable, fair way of making student loans available to every 
American who can benefit from a college education. 

And, finally, I want to pay tribute to my Democratic 
colleagues who are testifying here today — Senators Paul Simon 
and Bill Bradley — two Senators whose commitment to higher 
education is well known and whose bi-partisan approach to 
fundamental reform in how we pay for higher education is much 
Appreciated by me and by many others on my side of the aisle* 



Kr. Chairman, today's hearing offers a powerful statement 
about the interest in — and growing support for direct loans — 
and especially, for direct loans that have their repayment based 
on the post-college incomes of student borrowers. 

The proposal that Congressman Petri and Senator Simon and I 
have introduced sets up a new student loan progrcua that has both 
of these essential features: 

** money available to students directly from the 
government — eliminating hundreds of millions of dollars in 
administrative expense and red tape; 

** and payments based on post-colle^'je income made through 
the IRS — eliminating billions of dollrirs in defaults and vastly 
simplifying how loans get collected. 



FBBROART 6, 1992 
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All the charts and graphs and calculations needed to exolain 
and analyze the IDEA proposal can be boiled down to those t»ro 
central features, those two sets of advantages, and those two 
calculations of savings. "iob« two 



* * • • * 



v., <^5"^™"n' like many of the members of this Committee, a 

big part of my sensitivity to the rising cost of goingTo college 

°^ experience as a parent and tho experiences of 
frienas in my own generation who also have sons or daughters who 
are in — or about to enter — college. 

}^ months ago, a new national survey found the rising 
filial 2"^ J*"^^^ '""^'y " families in 

rjia^St-:.1?2L'l?\1aJ?h'":a"r2' - "^^^^'^^^ ^° 

°^ middle income American families are clearly 
^^'^r^.^'"'* *° ^» «o»et:hing that could again 

SubsTdizS^ Joo^'"'" °' unsubeidized rich and the toLuy 

thoir'^fH-^^^^f?"? °^ American families are clearly worried that 
rn?if«^- ^"""^ ^'^^ opportunities that ie had to go to 

college... just one generation ago. — ^ 

'"ll?* reality validates one of the primary lessons of the 
Generational Equity movement I helped found Thalf dSzen yea« 
??b';m?S^» ""^f generation will be the first generation to leave 
its children less well off than we were left by our own parents. 



***** 



Mr. Chairman, I also see the dilemma facing middle income 
American families every day in my mailbag. 

««r- n*!K?I!f/f""®"P°^^'' °°"Pl» wrote me recently, "Even though 
our combined incomes are about $60,000, we are finding it hard as 
f^t1\t ''^S" =i4"n« ^° P-y college expenses and «u5?ort a 
family. We are too poor to be rich and too rich to be poor.- 

One big reason for this frustration lies with the risino 
cost of going to college. From 19B0 to 1987, for example ^ 
inflation adjusted tuition grew at five times thl ra?e ol'the 
median family income. 

Colleae"Rn«^5?« '"°"*''f *9«in reporting the 

Dubl?? 2"""*^ ''^P?''^ °" average tuition and fees It 

public and private universities. 
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Inflation was three or four percent laet year« But, tuition 
and fees were up 12 percent at public ifiU£-year institutions and 
up 13 percent at two -vear public universities , the fastest 
growing sector of higher education* 

All of this is happening at a tine when incomes are leveling 
off, and home equity — the traditional "savings bank" that many 
of us drew on to finance our kids' educations may even be 
declining in value. 

What scares me about this reality is tnat it represents a 
trend that threatens to price middle income Americans out of 
higher education at the same time economic realities are 
demanding an even better educated workforce. 

***** 

Let me offer just one example --of how the economics of 
higher education are changing fox one average middle income 
Minnesota family. 

My example draws on the experience of a 42-year-old 
Minnesotan who grew up in a middle income family and who would 
have to be considered an average middle income Minnesotan, today* 

Twenty years ago, this person attended the second roost 
expensive four-ye/ - private college in Minnesota « 

And, by drawing on his parents' current income — 
supplemented by small savings account, part-time jobs, and a 
$250 scholarship in the first two years — his college education 
was paid for without borrowing. 

The total cost of that four-year, private college 
education — again just one generation ago — was about $12,000, 
including room and board* 

Like many middle income families in a similar situation a 
generation ago, meeting that obligation required belts to be 
tightened a notch or two* But, it could be done* 

And, that same combination of current family income and work 
and savings got millions of American students of that generation 
thro«4gh college and on their way toward productive lives. 

Today this average middle income Minnesotan has three 
children, ages 12, 9 and three* 

And I anyone who can do simple arithmetic can figure out 
something has to change if those three kids are going to get a 
college education like their father or mother got just one 
generation ago« 




48 



Projecting current costs out into the future, the total eo«t 

$200,000 --if all three attend p^lpUff. colleges - and S400;000 
— if all three attend private collegee. p-«"u»vuu 

^ J^^^'AJ"^ average of $67,000 for a public colleoe educatinn 
??'*coit^;n°° 'h' P''^"^ - inc«?Ie ?n wJat 

ienerltion agS^ Minnesotan to college juBt oL 

Btart^f^i2r?of-Si? e%^sT:i%S?-L^^"^St""u%in^- ^SfJ 

S'io^lr tu"iI^'^L'°.^^ '^"^^^^es and ^!moBt $5J?oSS " year 
to cover tuition and other expenses at privata colleges. 

vear 200fi''^M^ ^•U^^''? ^^^^ ^^""^ college in the 

high-quality college^dLation li^'h^r^st on'e ItTrlli^^ 



* * * * 



Petrir-„?-;„Tof l:r.lldiT^2s ^ ?h':f ^Xls^S^S-ury 

compl^i.'.^ ^^^^^"^ ^''^^'^ unnecessarily bureaucratic and 

inco™e'studen^ts%"n5\\%lr?liriL%'!r^^ "^^'^^ °' '^'^^'^ 

overh;ad Ld^'reftap^?. !^""'*^ ""^'^"^ °' « - 

... a system that's vulnerable to administrai-i 
financial problems best documented by las? yeS's collapl nf 
Highar Education Assistance Foundation (HEAF)!!. '^o-^lapse of the 

. ••• a system that's limiting institutional career «nH 
family-related choices for a growing num^efof stSdents . 

inflexible"?Aan ''"'dening millions of students with 



***** 
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In the five years beginning in 1987 , Mr. Chaixrman, federal 
student loan defaults have cost the taxpayers $11.5 billion. 

More than forty cents of every dollar we now spend on the 
federal student loan program goes to pay off defaulted loans. 

And, many of the thousands of borrowers in default are now 
stuck with a burden and a barrier to getting and sustaining a 
good start in life. 

I ran into one of those borrowers recently in Duluth... a 
reporter for one of the local radio stations who defaulted on his 
student loan a few years ago while in a low paying job. 

Today, because of that black mark on his credit rating, he 
and his wife can't get a loan for their first home. 

***** 

My mailbag is full of similar sad stories including one 
RobbinsdalQ couple — both in default, but both now having the 
incomes and future earning potential to eventually pay off their 
loans. 

But, because they are in default, their loans are now in the 
hands of a collection agency which is demanding payments they 
can't make. 

"We would like to make regular payments, "this couple wrote 
to me recently. "But, we feel our efforts are denied by the 
creditors insisting uu unrealistic expectations." 

The inflexibility o;! the current system is especially hard 
on very low income individuals who may have failed the first time 
around in getting a college education and defaulted on their 
student louns . 

As one advocate for many of these low income defaulted 
borrowers wrote recently: 

"Most of these clients pursued education in good faith, 
hoping that school would result in a career and a better life. 
Their circumstances derailed their plans, but when we see them, 
they remain poor, unemployed, on assistance, and stuck.** 

"Perhaps most damaging is exclusion from additional 
financial aid. Thus, they find that the one door to self- 
sufficiency education is closed and locked.'* 

***** 
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~,«J:r.Si- .^'f! "-"t 

IDFA nff ramiiy obligations. 

inefff2^4,.SeJ Inrilaws'ln'r^"'' ^^'^ "^11^°" Per year in 

nTioiZKi r f o-^^^^^^^^^ p-^-... 

9 ing to pay defaulted student loans ^"P^" • money that's 

fall,"tJlt S2%^h?n-"^°" Simon and r . 

on financial ^eeS ^'h" gf t^ 8^^^^*^ ^''^ 
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The answer to that question/ lies in two essential 
principles — principles that aren't Democratic or Republican... 
principles that aren't liberal or conservative... but principles 
that represent common sense and what's good for students and 
what's good for America's future. 

The first of those principles / recognizes the reality that 
higher education today is both more costly and more important. 

That principle states that the national Qovernitient has an 
obligation to help assure financ ial acce ss to higher education to 
every American who can benefit from the rich rewards that higher 
education can offer . 

And, the second principle, Mr. Chairman, is that meeting 
this challenge will reguire fundamental changes in a svstem of 
financing higher education that's badly in need of reform . 



* * * * * 



Before I close, Mr. Chairman, I'd like to address a few 
remarks to my colleagues in the Administration and to my 
colleagues on my side of the aisle. 

I do that, in part, to respond to another very obvious 
question: "Why would I introduce legislation that includes 
direct loans — a provision that the Bush Administration has said 
would trigger a veto of the entire Higher Education Act 
reauthorization? " 

In responsij* Mr. Chairman, I first believe it's very 
important to point out the important differences between the IDEA 
proposal and more traditional direct loan proposals including the 
House legislation and the proposal that the Administration 
previously considered and then rejected. 

IDEA addresses many of the criticisms on projected cost 
savings and administrative feasibility, for example — that the 
Administration has made of the House proposal and which cause the 
Administration to set-aside its own proposal. 

And, with its income-contingent feature, IDEA produces real 
savings from fewer defaults — savings that wouldn't necessarily 
occur through a more conventional direct loan program that 
retains the kind of inflexible loan repayment we now have in the 
current system. 

Of course, the Administration has also expressed concerns 
about the impact of a direct loan program on banks and other 
third parties in the current system and the impact of a direct 
loan program on the deficit. 
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On that point, I must say I believe the Administration is 
wrong. The purpose of the federal student loan program is to 
help provide financial access to higher education, not to offer a 
guaranteed source of income for banks. If students, institu- 
tions, and taxpayers can be better served by a different way of 
doing things, I say "why not?" 

I also distinguish between a direct spending Program — that 
does add to the deficit — and a direct loan program that recyc- 
les money back into the treasury once loans are repaid. That's a 
clear distinction that Congress — and the Administration — made 
in last year's budget agreement when we moved the issuance of 
debt for loan programs like IDEA "of f -budge t . " 

Finally, Mr. Chairman, IDEA represents that most basic of 
"Republican values" — a clear focus on individual 
reaponaibilitv. 

With the kind of improvements in student loan programs 
contained in IDEA, we focus primary responsibility for financing 
higher education with individuals who benefit, not on the 
government . 

IDEA loans, after all, do have to be paid back. On the 
other h^nd, billions of dollars now being spent on defaults are 
being lost forever. 

4r ★ ★ ★ * 

Mr. Chairman, Senator Simon and I have introduced 
legislation that we believe should be part of this year's * 
reauthorization of the Higher Education Act. We realize these 
are far-reaching proposals. They are controversial. They 
confront powerful special interests. They challenge deep-seated 
ideology. 

But, the system we have now, will not adequately serve 
Americans into the 21st Century. The system we have now must be 
fundamentally changed. 

In its place, the IDEA program offers a solid commitment to 
ensuring access to higher education for all Americans. I urge 
your support and I urge the support of your colleagues. 

Thank you very much. 



U.S. SENATOR DAVE DURENBBRGER (R-Minnesota ) is a member of the 
Senate Labor and Human Resources Committee and the Senate Finance 
Committee . 
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Senator Dave Dufenbcr gcr 

us. Senator for Minnesota 

SUMMARY OF MAJOR PROVISIONS IN WE FINANCIAL AID FOR 
ALL STUDENTS ACT OF 1991 



The Siroon-Diueoberger proposal produces uvinp 
efliouted al $2.7 billioo by eHminaling llie curreot Stafford 
•od SLS itudent loao programi. It UMi (bote uvingt to: 

** Create t new» limpler itudeiu aid program cidled 
IDEA Credit, tvailabk to itudeau regardloH of iocome, 
with paymenU made through the IRS and tied to a 
perceotage of iacocne. 

** Finance a $600 increase in the curreot maximuin 
Pell Grant to provide more aisislance to those currently 
eligible. 

Create a new program of $1000 "ExceUeoce 
Scholarships' for low-income students who work bard and 
do well b school 

** Provide matching block grants to states to establish 
early intenxntion programs for at-risk you, to help prepare 
ihem for college and to make them aware of the availability 
of fmandal aid. 



Following is a brief summary of these four major 
provisions. In each case the dollar figure are actual, not 
simply authorizations. They are 'shifted entitlements" as 
allowed under the Budget Enforcement Act of 1990. 

Inooam D0p§namti Education 
A§§i$tM09(IDEACtmm) 

Beginning with the 1994-95 academic yev, the cunent 
federal guaranteed student loan programs (except the PLUS 
loan for parents) would be replaced %viih new IDEA Credit 
available to ill students regardless of income. Features of 
the program include: 

Birimmm' students are eligible to establish 
an IDEA account and receive education assistance of up to 
$6^ per ycAT for first and second-year undergraduates, up 
to $8,000 per year for other undergraduates, and up to 
SIUOOO per yev for graduate students. Medical and some 
other doctoral students could receive up to $20,000 or more 
in some drctmutances. Total credit is limited to $70,000 
per student (or $100,000 or more for medical and some 
other doctoral students). Anyone 55 yean of age or 
younger ouy receive IDEA credit, but "'ximmn loan limits 
ve gradually scaled down between the ages of 35 and 55. 

** Interest ratyf |pj ghirgff^' While a student is in 
>chool interest acaues in their IDEA Account at a rate 
equal to the 91-day T-bill rate plus two percentage points, 
up to a maximum of 10 percent. The rate currently 
projeaed by the Coogressiooai Budget Office (8%) is lower 
than ail of the current guaranteed student loan prograats 
(StijBford increasa to 10 percent after four years). While 



there is no in-school interest subsidy (as there now is in the 
Stafford program) there would be no originatioa fees or 
Insurance (an averate of 6.6% up front levy, sometimes as 
high as 8%, ii cttrreotly charged to Stafford borrowers and 
is being ooatldered for the other prograntf). 

*» lnro«ii.ti»M>rf n.wm«.t,. AftOT thC StudCOt fiushet 

school and findi work, be or the wiQ begin to make pay* 
meats to the IDEA account through htcreased income tax 
withholding by the employer. The amount of the paymenU 
each year depends oo annual bcome, but the intent of the 
program is to have no borrower pay back more than bor. 
rowed, plus interest. Borrowers would not have to make 
payments in any years in which they do not earn enough 
bcome to have to file a federal income tax return. Further, 
no payment may exceed 25 percent of the difference bet- 
ween actual income and the m tpfm um filing income. Most 
loans will be paid off in 10-15 years. And, anyone with a 
balance on their loan still due 25 years after finithing school 
will have their slate wiped dean. 

ExfiMd§d P§9 Qnint» 

Under the Simoo>Durenberger proposal, $Z1 billion of 
the estimated $2.7 billion in savings is shifted to the Pell 
Grant piogram. And, the maximum Pell Grant is increased 
by $600 above the appropriated amount. This would be on 
top of any appropriated increase in today's $2400 maximum. 

The affect oif this increase is that the average size of 
grants for students who already qualify will increase, and 
grant eligibility will rise above the current median family 
iocome. 

Because these savings are being shifted out of an 
existing entitlement program (large^ Stafford loans), current 
budget rules require the increase in Pell GranU funded by 
this legislation to be treated as an entitlement to qualifying 
students. 

In addition, a fitll entitlement is authorized for the 
entire Pell Grant program, if Congress designates additional 
savings or revenue for that purpose. 

And, finally, first-year graduate students would be 
eligible for Pell GranU if funds are available after fully 
funding the authorized grants for undergraduates. 

Exo9if9no9 Schotaf9hip& 

The Simon* Durenbergftr proposal aeates a new $500 
million per year scholarship program to enourage 
outstanding Pell Grant recipients to work hard in school 
Eligible students would receive a $1000 per year bonus on 
their Pell OrtJil if they take a challenging curriculum in high 
school and either rank at the top of their class, perform well 
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00 ■ uiioual Maodtrdized teit, or participate io a TRIO or 
other early imerveatioo 

Id order (o cootioue recetviag these fwtJIencc icboUr- 
ihipa at a decree-^raniiAf eoUefe. redpieaU mutt demon- 
fttrate high achieveateiitt or, for those who flrat qualified by 
participating in TRIO or other early tnterveatiou progrftm, 
contbue to make progreis toward achieving their goals. 

(Etrty M9iV9$9lk9n Btock QfMni Pfogntn 

Fmally, the Simon-Dureaberger proposal earmarks $100 
millioo tn matching funds to states to establish programs 
modeled on the '1 Have a Dream' effort started by Cujicoe 
Lang tn New York. The funds would be used to run 
progrvns that mentor, advise and tutor it-risk yoKa. Youth 
participiling in these programs would be eligible for the 
Excellcoce Scholarships diKUSsed above. 



QUESTIONS AND ANSVimRS ON THE 
RNANC/AL AID FOR ALL STUDENTS 
ACT OF 1901 



I. ^^Ititn don 1h9 iffonty coni9 twn Ihtt ffo Mo 
§nd Mf §ttt9 tntkihtng gnntB $of 9§tfy ksttfvtndon 

Replacing the current guaranteed student loan programs 
with IDEA Credit saves about S2J billion per year, which is 
shifted in these three new programs. By getting the capital 
for the program directly, instead of paying banks to do it, 
the federal p'wemment saves up to $1.4 billion (according to 
a new report from the U.S. General Accounting Office). 
Additional savings come from simpler collection through the 
income tax system, «nd reduced defaults. Also, the in- 
school interest payments that the federal government now 
makes for Stafford borrowers would, in effect, become part 
of the increased Pell Grant and new Excellence Scholarships 
under this program. 

z DomittlDBACmiHiMlncrMmm^Htlml 

No. IDEA Credit is designed to break even. The Congres- 
sional Budget Office has analyzed the proposal on which 
IDEA Credit is based (H.R.2336, Petri-Gehdenson md 
S.1645, Durenberger- Fowler) and determined that par'.ici- 
pants who remain low income after college would, on ihe 
average, receive a slight subsidy in the program, while those 
who are middle and higher income provide a small profit to 
the government because the interest rate is slightly higher 



than the federal cost of nuMiey and other coau of the 
program. Io reaching the 1990 budget agrceoKot, CoogrcM 
and the Preaideat recognized the dUtioc^ in catailiring 
the federal deficit between programs like that eventually 
break even tod programs that directly speod federal funds. 

XMI^B i^^MM ^^^^^^^^^^ ^^^M^^^ ^^^^^^—m ^^^m 

9wm m^mW mm pn^^^m mt ^MOrl^ O^pW ICr mmm 

No. The Perkins prajram is uoder-fiioded only because it is 
not an eatitiement. IDEA credit is an entitlement to the 
student* like Stafford loans are currency to those who have 
incomes that qualify. There is nothing inherently more 
stable about guarantees as a funding source as opposed (o 
direct loans. In fact, there have been shortages in the GSL 
program in the past (sometimes because of banks' 
unwillingneu to lend) aad the current HEAL program for 
medical students is an example of a guaranteed program 
with a limit oo its overall capital. 

Right now, the Department tries to keep track of the 
thousands of institutions, millions of students, 10,000 lenders, 
3iS secondary markets, and 45 guarantee agencies. Because 
of all the players, it taku years for the Department to know 
how many students al which institutions took out how much 
money in loans. One indication of this difficulty is that, in 
the most recent list of defaulted loans, the Department 
often listed the guarantee agency as 'unknown'. IDEA, on 
the other hand, would be run much Uke the Pell Grant 
program. Schools wouM determine eligibility, draw down 
funds, and then reconcile the accounts. The Department of 
Education will only have to worry about schools and 
students. 

A WottiMtOfMtupMmpngrBmiomotwmlMnml? 

There is no question thjt, whatever changes arc made in the 
student aid programs the potential for fraud and abuse will 
need to be addressed. IDEA would improve accountability 
in two ways. First, as in the Pell grant program, no school 
could draw down more than its previous year's allocation 
without providing additional justification. The current 
finger-pointing by banks, schools guaranty agencies and the . 
Department of education will end. In the loan programs 
now, the Department can't tell if a school has an unusual 
increase in loan volume until it's too late. And, second, 
defaults will be virtually eliminated, since payments are tied 
to each year's income and collected through payroll 
deductions by the IRS. 
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ft fOCA tMlk0 ttfOtW WOfk $0f 1h9 9Ci900l$f 

No, ifl fact, tbe (oal ix to require leu work of ichook aad 
oeniinly • kx leu than otbei, sore triditiooai direct Iota 
propoftftk. Rishi dow, icbooU btve to prooeu bdWidiul 
•ppbcatiocu, receive lepartte checks it wknu (imet (often 
■ to dilfereot ofTicei oa cuaput) from differeat baaki for each 
BtudeaL They then have to get the atudeal'i aifsature oa 
tbe check aod proceu a check for the retnaiader after 
tukioo aod feec ire paid. Uoder IDEA, tbe ichool would 
itil] prooeas appUcatioot and get a tignature on a prooiisioiy 
note from each uudcat But, tbe fuada would come in ooe 
luap-ium payment to tbe icbool for all of the IDEA 
applicauta. And, the icboot would disburse to tbe student 
any funds rsmainlng after tuition aod feos are paid. 

Schools continue to be responsible for errors tbey make, just 
as b current loan program. But, due to tbe reduced 
number of players, schools have greater control over the 
process, aod the possibility of mistakes is reduced. Further 
mote, most of the enors that banks make in tbe current 
programs are in complying with tbe *Due diligeooe* requires 
in the coUectioo of paymeols on loans. With IDEA Credit, 
collection in tbe responsibility of the federal government, 
through tbe IRS. 

fNo y99tw unl0 IDEA CiWftIt bitooiti99 Mv^H^btBT 

Yei. The current programs stay in place until the new 
programs begu. A recent study by tbe Department of 
Education found that guaranteed student loans are among 
the most proHtable and least risky for lenders. Even after 
IDEA starts, leaders will continued to get the guaranteed 
interest rate oo outstanding loans, although Stafford and 
other GSL borrowers will have the option of converting 
their loans tc IDEA Credit. And, any borrowers defaulting 
00 Stafford and other OSL loans will automatically be 
converted to (he IDEA program. 

f. Who an tfm mkin$n and kmn und^r Sknoth 
Dunnbarsfm? 

Of course banks aod others who currently handle some part 
of federal loan programs thai wiU be eliminaied will loose 
that part of their business now represented by existing loan 
programs. But, most students and their families will be 
winners. To what extent individual students are better offer 
under Simoo>Durenberger depends oo a multitude of factors 
including current and future income, tuition rates they pay. 
how many years (bey attend school aod whether they qualify 
for an 'Excelleocc Scholarship.' The attached tables at- 



tempt to estimate the effect of tbe IDEA program aod the 
Pell Grant expansion and 'Excc Uc nce Scholarship' proframt 
00 12 differeat students. Following those tables b a listing 
of aumnptioM used in siakiag these rilntlalinii 



And^ waaitt Wta ^ataoMttidon that aadad up bititff 
9na€$td ONMWwtf pnt^ atuoh a MRwF 

Presideot Reagan and Secretary Bcaaet did propose an in* 
come contingent loan program but it was part of a S600 mil* 
lion cut in campus>based grants and loans and most people 
in tbe education community opposed it on that basis. Both 
the New York Times aod Washington Post endorsed the in* 
come contingent concept, while opposing tbe aid cut that 
%vent along with it. The Simon-Dureoberger proposal, oo 
tbe other hand, includes a significant increase in grant aid. 

As far as the ICL demonstration program that came out of 
the original Reagan- Bennett proposal, by most accounts, 
there have been a number of problenu. But, none of the 
problems with the demohstrations apply to IDEA. For 
example, the ICL demonstration program requires schools 
to collect copies of income tax forms to determine the 
studeats' payments, and the school does the collection. 
With IDEA, the IRS is responsible for collection. Under 
the demonstrations, some ICL borrowers will also be 
indebted for life. Negative amortization (resulting from 
payments that are less than interest charges) can lead to 
someone never being able to repay a loan if he or she 
remains relatively low income throughout life. IDEA 
addresses this problem by forgiving any amount still ovraed 
after 25 years and by capping interest rates at 10 percent. 
The ICL demonstrations also have no mimmitm income 
protectiou. That means that people who make so little that 
they don't even have to fde a tax form must fde anyway and 
then make a payment. Under IDEA, those uoder the Aling 
threshold would owe nothing in that year. 

t f. Do hlQh Inooma fmnomyg ha¥9 lo wttt f tftn tow 
heombonomn by paying mora dm thayomf 

No. The intent of IDEA is that no one pay back more than 
what they borrowed plus interest. 

fZ tfdmd§nohl9hkKomapanatty,dmihowean 
dda ptofffam ba aalf-fundlnff? 

IDEA charges borrowers interest at rates 2% above vtrfaat it 
costs (he government to borrow that money. This 'profit' to 
tbe government is used to subsidize low mcome borrowers 
who have their loans forgiven after 25 years and to pay other 
expenses of the program. Those expenses are much lower 
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under IDEA became of Us simplidly. And, two big ex- 
penses of civreot programs defaulu and tO' school interest 
subiidiec are largely reduced or eliminaled. 

For most middJe and upper income families, there will tliU 
be a strong incentive to make a maximum family contribu- 
tion, in order to hold down borrowing tad interest payments 
over time. And, the IDEA proposal also encourages par- 
enU to pay their share by requiring that Ihey be ootined of 
their ability lo borrow in the PLUS program before a dc- 
pcDdenl student can take IDEA Credit. On the other hand, 
many parenU are already seriously strapped and - with the 
rising cost of tuition - simply can't make the kind of con- 
tribution to paying for college that we've expected in the 
past And, fmally, a growing percentage of students are 
older can't count on parenu for support. Those 'non- 
traditional' students also have much higher expenses than 
18-22 year olds - for child care, housing, and other 
expenses. 

14 Soektftmmm from th9N^9duaKihn9nd jot 
kftlmaofB^iamiM, for higfm mlueation? 

Both society and the students benefit, and - under Simon- 
Durenbcrger both continue to take some responsibility for 
paying through a more equitable mix of loans and grants. 
Ueaily, post-coUege income is a good indicator of the value 
of an education, however^ and that's one good reason for 
having loan payments based on post-coUege earning levels. 
For example, at age 25-34, those with associate degrees 
nuke on the average 40 percent more than those with just a 
high school education. With a bachelor's degree, the) make 
63 percent more. And, with a profcsiional degr*«, ihcy 
make three times as much as a high school graduate. 

IS, Wmitggw9mmmid*9^9hr toawHkiglmdto 
hfgfmiuiifonT 

Clearly, the rising cost of higher education is of great 
concern and no new program like IDEA that makes 
borrowing "easier" should be viewed as authorization to 
u)Ueges and universities to pay no iitention to costs. 
To reduce any incentive on the part of institutions to raise 
tuiUnn, the loan amounts allowed under IDEA are limited 
to the cost of artendance in 1991-92; and there is no 
automatic indexing for inflation. After the program starti. 
ine Scaeta^r of Education will report to Congress on the 
effects of the program on tuition, and the ef^ccts of inflation 
on the loan amounts and repayment provisions. The Secre- 



tary, in consultation with Congress, will make adjustmenU in 
loan limits after the first two years of the program. 

'A wyi 9m9mt otthbtd 9» m km khAMm 9Mni$ 



Low income students will be provided with more aid in the 
Pell Grant program under Simon- Durenberger, including the 
extra SIOOO bonus grant available to outstanding students 
under the Excellence Scholarship program the legislation 
creates. Also, low-income studenU fear debt because they 
do not know if they will make enough money to make 
paymenu. IDEA Credit addresses that problem by making 
payments sensitive to income. 

Under the Budget Enforcunent Act of 1990, entitlement 
f- nds (like those in the Stafford program) can only be 
sliifted into other entiUemenU. The Excellence Schola. ships 
and the early intervention program are 'capped' at $500 
million and $100 million, respectively, so that they will not 
result in the same kind of unexpected spending that other 
types of entitlements - such as Medicare -- can entail. 



For more Information, contact U.S. Senator 
Dave Durenberger, 1020 Plymouth Building, 
Minneapolis, Mn, 66402; 612'370'3382, 
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Mr. Sawyer. Thank you very much, Senator. I had one question 
based on my failure to understand what you were flaying when you 
talked about the option for schools. 

Mr. Simon. Yes. 

Mr. Sawyer. Were you suggesting that this is an either/or situa- 
tion or that the current programs are compatible with what you 
propose? 

Mr. Simon. This is the area where we may be able to work out 
compromises. What I frankly have suggested is that schools have 
one or the other. I think very few schools are going to want to 
choose the present system if they're given the option. And for those 
who say it's going to cost the students more, one of the ways the 
calculate it's going to cost the students more is they assume that 
we re<}uire them to pay for the full 25 years. First of all, you stop 
when it's paid. And if anyone wants to pay up in advance they can 
pay up in advance. 

But because of the additional assistance — ^you have some schools 
from Sam Gejdenson's good State of Connecticut right over here, if 
you were to ask the president of Wesleyan what percentage of the 
tuition that he now uses to help other students, it would be a con- 
siderable amount. If we can lift the amount that we give to stu- 
dents we are going to help schools and we're going to have tens of 
thousands of additional people going to school. 

George Miller was here on this committee when we passed the 
Middle Income Students Assistance Act. And while there were 
abuses, we opened college up to a lot of people in this country. It 
paid off tremendously. If we, once again, expand opportunity in 
this country it's going to pay off, just as the old G.I. Bill did. 

Mr. Sawyer. Mr. Petri? 

Mr. Petri. It's Paul Simon. I feel you should be up here because 
this is where you used to be. 
Mr. Simon. I would be happy to give you my proxy. 

Saughter.] 
r. Petri. I really don't want to ask a question. I just wanted to 
thank you very much for taking this issue on and displaying tre- 
mendous leadership and commitment to it. It's always tough 
making changes in any sort of program that's been established lor 
a long time, but it's terribly important. I think we do have a 
window of opportunitv here. But it's not going to just happen in 
and of itself. You've been just tremendous in the Senate and I'm 
looking forward to working with you as we move forward. 

I think our approaches are very similar and they're all headed in 
exactly the same direction. And between now and conference, hope- 
fully there will be plenty of opportunities to sit down and work 
through these various details, such as school options or high 
income premiums or p<)verty level where you don't pay, and vari- 
ous things like that which we resdly need to work on at a tactical 
level. 

You've been mobilizing the higher education community and 
have displayed real leadership in this area. I thank you very much. 
Mr. Simon. Thank you. 
Mr. Sawyer. Mr. Miller? 

Mr. Miller. Mr. Chairman and Paul, thank you very much for 
your testimony for the bill. I think it's fair to say that in the last 
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few days, certainly on this side there has been a renewed interest 
in this concept, whether it's Bradley/Miller or Simon /Petri/Gejd- 
enson. And I think it's incumbent upon those of us that have in- 
vested some time in this to start to look toward that compromise 
vehicle. 

One of the geniuses of the American competitive system has 
been to create instruments of finance so that businesses can 
expand and opportunities can expand. And we have now a system, 
the higher education system, that is tied to a very old, outdated 
system of finance and we have got to bring that current. And that's 
really what this legislation is about when we look at both the fi- 
nancing of higher education, the participation in higher education, 
and the troubles and the pressure that the institutions are under. 

So I think we have an opportunity here. In my discussions both 
with the leadership and with other committees, it's fair to say that 
this is being looked at very seriously. And so if we have the oppor- 
tunity to narrow the differences and present this package, not only 
do I think we will have bipartisan support but I think we will have 
the support of all of the relevant committees to pursuing this 
effort. 

So I am excited to participate and appreciate all the interest 
And I know some of the battles that you have been through on the 
other side of the Capitol and I think it's serving us well for this 
concept. Thank you. 

Mr, Simon, I thank you. As usual, I agree with George Miller. 

Mr. Sawyer. Mr. Payne? 

Mr. Payne. Thank you very much, I certainly won't prolong your 
stay, Senator, since the fine Senator from New Jersey took so 
much of your time, so I will be very brief 

Mr. Simon. These New Jersey people do that all the time. 

[Laughter.] 

Mr. Payne. It's always a pleasure to see you and to hear your 
very progressive thoughts. And I certainly support the concept. As 
I indicated before, I think education is going to be the way out. In 
my opinion, once we correct the educational deficiencies we will see 
that people will be seK-reliant, People want to work. People don't 
want to be dependant but we have to prepare them so that they 
can be self-reliant. 

So I am just 100 percent supportive of just one additional great 
idea that you have. Thank you. 

Mr. Simon. I thank you. 

Mr. Sawyer. Mr. Andrews? 

Mr. Andrews, Thank you, Mr. Chairman, Senator, I also want to 
thank you for this very clear and inspiring testimony. We're very 
fortunate to have people like Chairman Miller and Congressman 
Petri who have been talking about these things on our committee, 
and, doing more than talking about them, educating us about 
them. You ve supplemented our education this morning. I appreci- 
ate that. 

I have found that this discussion can be divided not by Republi- 
can versus Democrat or anv ideological barrier but by those who 
are thinking about principles and those who are thinking about 
programs. We can talk about tinkering with the existing programs, 
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changing a little bit of this and changing a little bit of that, and 
that's interesting, but not very productive. 
I think what you are doing this morning is talking about the 

{)rinciple that opportunity to higher education is something we be- 
ieve in, and it should be universally extended and that the univer- 
sal extension of that principle makes the whole country better and 
the whole economy better. It's not simply an individual good, it's a 
public good. 

A lot of people acting in good faith, who are experienced and 
know a lot about this subject, certainly more than I do, are inter- 
ested in some of the administrative question marks or administra- 
tive unknowns in shifting to a system that is characterized, as you 
put it, by universal eligibility, direct lending, and income contin- 
gency. 

The voices that I hear, that are concerned, are aid administra- 
tors, university administrative officials, college administrative offi- 
cials, people who have to deal with these problems on an adminis- 
trative level every day. I think it's incumbent upon those of us who 
share a desire to make fundamental change in this system to open 
the door to the people who have those concerns and address some 
of them. 

How would you, in a minute or a few minutes, talk about ways 
that we might address the administrative concerns of schools and 
colleges and universities under the new system? What kinds of 
things can we do to answer those questions? 

Mr. Simon. First of all, I would point out that the college busi- 
ness officers association— I forget the exact name of it— they have 
gone on record in behalf of direct lending saying this is going to 
save them a lot of work. 

Generally speaking, the colleges that are coming up and saying 
it s going to mean a lot more paperwork have been told that by 
banks and the lending institutions. And my answer to them is if 
this is going to mean so much more paperwork, then you continue 
with the present svstem. We're going to give you the option. So 



But we re talking about, depending on where we come up, I 
assume we're talking about at the earliest the 1993-1994 school 
year. So we have plenty of time to work out the details with the 
IRS. 

I also think that we ought to, as part of the final package— and 
this is not part of my bill right now— I think we ought to create an 
ombudsman somewhere where schools and students and former 
students, if someone says, "They're taking too much money out of 
my check on withholding," or a college is having trouble getting a 
payment, that we can get that resolved. 

But in terms of the practical way it works for a college or univer- 
sity, it works the way the Pell Grant does right now. The school 
fills out the form. They estimate what the Pell Grant amount is 
going to be. The school gets a check and then they have to ad(just 
depending on the number of students. And for our program stu- 
dents sign a note; those notes are sent in; the school estimates 
what it's going to be; they get a check; then there is an adjustment. 
And if they re $10,000 too high or $10,000 too low, you take care of 




that. 
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coSS'n^rvf??' ^^'f^ '^^ ^ narrower question. One of the 
l u® ^^^^^ we go to a phased-in program or a choice 
program ike you've described, where an institutSn^n choSs^ to 

idut^^ili! SI 51?^"* differ^n" es Kan 

foS lim^t? the Stafford Program versus the new program; Staf- 
ford hmits are lower under present law than the new nroi^flTr. 
hmite would be, and institutions feel that U would aStomaS 
put them at a competitive disadvantage. automatically 
What would ypu think of the idea, under your choice idea of 

Sn&rX^^;L^^^^ ^""^"^ speJaUllowance't^^^^^^ 
US? ^ program m order to fund the higher loan 

Mr. Simon. I guess my immediate reaction is negative 
Mr. Andrews. The banks have the same reaction 

ve^\w**^hods aL^J^^^ frankly, ^ven the choice. I think 

tE'II „ff * ^ contmue with the present proirram 

f?r evSyone.^ ' ^'"^^"^ P^°^^«« ^^^^^ opffnTy 

ac^o?dine to"rRn t.^'^T'y '.?flP\"' 2 percent, and that, in fact, 
accorojng to CBO estimates, will be less than the interest that thp 

KSf s&" «° '""^ ultimate%"l*e'fn 

Mr. Andrews. Thank you, very much. 
Mr. Sawyer. Mrs. Unsoeld? Mr. Reed? 

forte to In L^^"*" T- ^"f congratulations on your ef- 

torts to help us move forward on this issue. 

educatSnTm LnS R^^^^^Jsland tradition that you lead on 
n happy to see you here. 

model o^^n^T} ^"««tion in terms of your 

o * J ?C there s a real quest on of who chooses and vou hp 

te^^Thlf^^^^r °? point of Se ^""^ 

is someXTsTmnlP^^^^^^^^ weVe.talking about right now because it 
mifeTc^t woS o^^^^^ I think compro- 

stildente'^ who SfT potential issue would be some 

would for^ thJ^^i ^7 preferences about or exigencies that 

en{ iSL'of ^hS?""*^ "™ '"inking about differ- 

.™ ^'JJ""- ""'I"* " self-financing, in fact, vou can Drovide 
appreciably more assistance thougli this metS/Bm mavSTJoS 

P^aT^d'iS«?iTi,Si^t ""if? "!!° «r« in thefc°n? 

S- SiJJ're ffoh^lT,! ?K '^'"I'P"' o™' f another Pro- 

gram, tney re going to then be owing money. So there art. «omo 

f^. 2^ ha™ to work out but I don^ twjfk Xv 
"ts ""^ more o^^rtilSity fo? 



Mr. Reed. Thank you, Senator. 
Mr. Simon. Thank you. 



mJ' ^Mo^f 'tet ^'^^^'^ ^«ry much for you time. 

Mr. Simon. Thank you, great to be with you again. Thank yoS. 
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Mr. Miller. Mr. Gejdenson? 

STAT£MENT OF THE HONORABLE SAM GEJDENSON, A REPRE- 
SENTATIVE IN CONGRESS FROM THE STATE OF CONNECTICUT 

Mr. Gejdenson. Thank you, Mr. Chairman. It's nice to be here. 
Vm not going to take much of your time. I would like to ask that 
my entire statement be included in the record. 

Several college presidents from Connecticut are here today- 
President Sandell from Mitchell Community College, President 
Chase from Wesleyan. 

As I was thinking about the bills, I thought about the rising cost 
of college. The University of Connecticut today costs about $10,000 
a year, as does Mitchell. Wesleyan, I believe, is over $20,000, Yale 
is $24,000, and Somers is $42,000. Now, a lot of you probably 
haven't heard about Somers. It's not a normal university; it's one 
with bars. It's our State penitentiary. 

The amount of money this society is willing to spend on prisons 
is phenominal. Nobody has ever asked us to worry about the fi- 
nancing system when there's a prison bill on the floor. Yet, when 
we can set up a process that avoids people ending up in prison, we 
all of a sudden get into a panic over the fmancing. 

My choice, if we didn't have the realities of today, would be uni- 
versal college education. In 1635, the Boston Latin School looked 
around and said it was better for our entire community if every kid 
in Boston gets a college education. 

What we should have done is looked around a long time ago and 
recognized the world has changed. In almost every academic area 
we are 70 years behind where we should be. There is so much more 
information that the average person in society needs to know in 
order to survive. Somebody was once doing a speech and they 
talked about how often information doubled. It used to take 100,000 
years and then 5,000 years and now we're down to 10 years. 

And so to sit back and to say that the way for this society to be 
competitive is to have our youth only stay in school until they are 
16 years old is complete lunacy. Further, it is just as insane to 
think that you can inspire poor children from inner cities or by 
telling them if you work real hard you can either borrow $80,000, 
$90,000 and go to Wesleyan or Yale or you can hang around on a 
street corner with a real good diploma. 

When ^ we look at the examples in society where a couple of 
healthy individuals who were generous enough to offer kids a free 
college education we find that the offer changed their lives in two 
instances. These cases, funded by Louisiana oilman Patrick Taylor 
and Eugene Lang in New York made all the newspapers and maga- 
zines. 

It is important to note that these miracles occurred where the 
crime rates have gotten worse, the drugs are worse, there are more 
rats, the housing units are deteriorated, and there are more single 
parents. Yet, because of two wealthy individuals, school systems 
where the dropout rate is usually 50, 60, 70 percent, 80 and 90 per- 
cent of the kids are in school because there is a hope of going to 
college. 
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Our business here, it seems to me, is simple. You all know the 
numbers on the incredibly high default rate as well as the political 
problem in funding education when every several years a candidate 
for President decides he wants to spend more time talking about 
the 11 percent of the kids that default rather than what society 
gets back from investing in education. Again, the ideal situation to 
me is if a student has the ability and you can get accepted at a 
college, then you should be able to attend. Unfortunately, that's 
not the reality today. 

So, what's our choice? As a cosponsor with Mr. Petri and his bill, 
and with Mr. Miller and his bill, I feel there are very few differ- 
ences in the bills that need to work out. The loan limits in the 
Petri bill are a little higher. I believe we should stick with those 
higher loan limits because, first of all, they are going to try to work 
us down through this process. Secondly, I want that kid who grows 
up in the housing project in Middletown to be able to sit down and 
not worry about somebody being generous. 

If a student works hard and gets As in their high school, I want 
them to say, 'Tes, I can go to Wesleyan." I don't want them to 
hav to worry about finding a rich person \jo take care of them If 
the> can get into Wesleyan, they should be able to get a $70,000 
loan and pay for their degree. 

Again, with Mrs. Unsoeld, if we had a first choice, I think we 
could get rid of some off the other programs, but we don't need to 
do that. I think this one makes so much sense it will end up tower- 
ing above all the othe-s. You and I, George, have worked on this 
for some time, as I have with Mr. Petri. We've got strong support 
in the Senate. We need to press both sides of the aisle to make sure 
this is included. It's also a critical time to do it. As all of this un- 
employment is happening, the displaced workers from defense in- 
dustries will need these loans to get the retraining they deserve. 

You know, during good times when a person gets laid off, his or 
her instincts would be to go immediately back to work. Well, 
during the difficult times we're experiencing now, there are not say 
aren't a lot of good jobs out there. So this is the maybe now perfect 
time for people to take a step step forward and finish college. We 
can help them do this. 

Thank you for giving me some time. I know there are other wit- 
nesses. I don't want to take up too much more time. So I'd be 
happy to answer questions, if there are any. 

[The prepared statement of Hon. Sam Gejdenson follows:] 
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H.R. 2336 AND H.R. 3050 



FHBRtlARY 6, 1992 



Chairman Ford and Members of the Subcommittee , thank you 
for allowing me to testify today in support of the two income- 
contingent student loan proposals introduced by my colleagues, 
Congressman George Miller of California and Congressman Thomas 
Petri of Wisconsin. 

I would like to take this opportunity to urge the 
Subcommittee to consider implementing an income- contingent plan 
when revamping the student financial aid system this Congress. 

As the cost of college continues to escalate, more and mere 
students are finding that they lack the resources they need to 
pay for a college education. This inability to find the 
financial means necessary to attend college has severe 
repercussions on todays s youth. Without the hope of attending 
college, low- and middle- income students have no incentive to do 
well in elementary or secondary schools. High drop-out rates and 
poor attendance are the result. 

An experiment going on ir one of the poorest school 
districts in the country shows that when middle school students 
are given the financial means to attend college, they become 
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better students* Located In New Orleans « this is a school 
district where students usually have little hope of graduating 
from high school, let alone aspirations of going to college. In 
1988 1 however, a wealthy Louisiana oiltran named Patrick Taylor 
decided to give a few of the children in this school district a 
chance. He promised 183 seventh and eighth graders in New 
Orleans that he would pay for the college education of any 
scudent who wished to go. The results have been dramatic- -almost 
all of these students are still in school today and making good 
marks. Eugene Lang, a businessman from New York, also tried this 
type of experiment with a similar success rate. 

Unfortunately, we cannot always rely on one or two wealthy 
philanthropists to give America's poor and middle class a 
fighting chance. It is essential, therefore, that Congress act 
to implement an income- contingent plan which gives all students 
the opportunity they deserve. 

Although the Miller and Petri plans have different 
financing mechauiisms and loam repayment schedules, they do share 
some common advantages which I believe would be beneficial to our 
nation's students. 

First of all, both plans ensure that anybody who wants to 
go to college will be able to get loans they need to finance 
their education. The two bills increase access to college since 
a student would not be required to meet a financial means test to 
be eligible for the loans. 

Secondly, loan defaults, which last year alone cost the 
federal government well over $2 billion, will be greatly reduced. 
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Since loan payments will be collected by the IRS as Income tcuces 
there will be less opportunity to default. 

Another benefit would be the savings which will result from 
removing banks from the student loan system. Currently, student 
loans are financed by using private capital from local banks , for 
which the government Is charged market Interest rates. Through 
these programs, students would receive loans directly from the 
government. This direct lending would remove banks as the 
middle-men in the student loan business. Therefore, the cost 
would be equivalent to the interest paid on government bonds of 
comparable maturity, which typically is much lower. 

In closing, I would just like to point out that there are 
some aspects of the Petri bill that I hope the Subcommittee will 
include in any income -contingent loan package. First of all, the 
higher loan limit of $70,000 in H.R. 2336 wil? give more 
flexibility to students when choosing schools ana offer them a 
fairer repayment schedule. Even though the Miller bill has a 
lower loan limit because it acts as a supplement to the Stafford 
loan program, I believe its repayment schedule will unduly burden 
borrowers with low incomes after graduation. Under H.R. 3050. 
for exa:.!ple, when a person's income is zero, they will still have 
to make payments on their loans as if they were making 66% of the 
average college graduate income. In addition to that loan 
payment, the borrower would also have to make payments on any 
Stafford loans he or she may have taken out. This type of loan 
burden would be avoided under H.R. 2336 since a person with an 
income below the IRS filing threshold would not have to make any 
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loan payments until his or her income was higher. 

I encourage the Members of the Subcommittee to carefully 
consider the best aspects of these t!fo plans as they make changes 
in the current financial aid system. These types of plans give 
all students the same chance as those kids in New Orleans and I 
hope the Subcoromi^tee will view them positively. 
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Mr. Miller. Thank you very much for your testimony. Mr. Petri? 

Mr. Petrl Sam, I just want to thank you very much for your 
grabbing hold of this and working so hard on it. I think it's very 
important that it be, as it has been so far, a bipartisan effort on 
both sides of the Congress. So, we're just hoping to get a few more 
on board down at 0MB and the Education Department. 

Mr. Gejdensqn. Well, I don't think we can hold our breath for 
0MB. 

Mr. Petri. No, but I think they yield to reality, too. If we keep 
working on this and get it in good shape, which I think we're 
doing, this is a great improvement. 

Mr. Gejdensqn. You know, the IRS, with its reluctance— boy, the 
IRS doesn't have any reluctance to get involved in drug deals, you 
know, assets, figuring out where the guy got his money, whether 
you ought to confiscate his house. It seems the IRS ought to be 
ready to step forward here. 

Mr. Miixer. Mr. Andrews? 

Mr. Andrews. Thank you very much, Mr. Chairman. 

Congressman Gejdenson, thank >ou, not only for your substance 
of your comments but for your enthusiasm. I think those of us who 
have been working on this issue 

Mr. Gejdensqn. It's hard to keep Miller awake, so I'm doing ev- 
erythine I can. 

Mr. Andrews. Well, you kept us all awake, and we appreciate 
that. Those of us who have been working on this throughout the 
reauthorization, you can get a little bogged down on the details. 
But what's going on here is really important. It's about millions of 
people across the country and whether they're going to get an edu- 
cation or not. Unless we re willing to do something that is different 
and radical and bold, they're not. That is something worth getting 
enthused about. I hope we can all be as enthusiastic as you are. 
Thank you for your commitment this morning. 

Mr. Miller. Mr. Reed? 

Mr. Reed. I just want to commend my colleague from Connecti- 
cut and ask him to continue to work on this project and also the 
underwater classroom project we're engaged in. Thank you. 

Mr. Gejdensqn. Thank you. 

Mr. Miller. Thank you very much, Sam. Thanks for all your 
help. 

Next, we'll hear from Mr. Michael Bigelov/, who is the Deputy 
Assistant Commissioner from the Internal Revenue Service. Mr. Bi- 
gelow, welcome to the committee. Your prepared statement, if you 
have one, will be placed in the record in its entirety. You proceed 
in the manner in which you're most comfortable. To the extent 
that you want to react to other things that have been said, since 
there s been some discussion of the IRS, certainly feel free to do so 
also. Thank you. 

STATEMENT OF xMICHAEL S. BIGELOW, DEPUTY ASSISTANT COM- 
MISSIONER, RETURNS PROCESSING, INTERNAL REVENUE 
SERVICE; ACCOMPANIED BY JIM HELM, DEPUTY ASSISTANT 
COMMISSIONER, COLLECTION, INTERNAL REVENUE SERVICE 

Mr. BiGELOw. Thank you, Mr. Chairman. 
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puHiuon on this. I do aDnreciflto fho mucn interest in IRS's 

proposals that would have «^^1rq *<> testify on^e 

loans. With me today is jlm HpI?? repayments on student 
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returns and more than a bmi^n^T^^ 200 mi lfon tax 

refunds to more thaS 80 mS^f^SlZ*^ We ^n? ou? 

Th IRS texpayers, and collected more than 

system simple^'aSd m"o?e^^Z«^^°T^i"«"* ^ "taking the tax 
cause even minor cd^?S"u''® ^ needs of taxpayera £ 
o.verall tax adSstJat^Sn s^ftemT,•^'"^^5"*^ ^^^^^ ^n t^ 
sider any changes that would afSU ™P?.^nt to carefully con- 
than $1 trillion owed to aovernm«if°"'' 1^'"*^ ^ <^o"ect the more 

new proposal, we must coSerTfl^^^^^ year In analyzing any 
complexity. ^^nsiaer its impact on both taxpayer bSrden 

"lent' Sn^e aSh^^^^^^ the Federal Govern 

tax lebt, such as unpaid studmf «Aj iT; Federal non- 

•f re™. <»"S of nonS dSw '<»■>». BecauTe 

CongreM diJXl Si t"''' compliance 

now cond?c«J^. wfeiU''t'4"^S t ^^'^^ ^'""y 'hat we are 
JftL final ?esuto in m4.1'lfe"rt± wMlT thfa 
01 the program, includirar anv i'n!i«.„ ^ estimate the cost 

tax debts. It win also «f«t?21 'n cost of collecting rt» 

due FeS deb^lSXralone'm^Sf^'" '",=«™ng past 
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would move from requiring IRS to act as a debt collector of last 
resort to establishing IRS as the primary Federal debt collector for 
student loans. 

While IDEA speaks only to collecting student loans, it seems 
likely that this concept, once begun, would eventually be extended 
to other non-tax Federal debts. 

Above and beyond the policy decision on whether IRS should 
become the government collector for all Federal debts, we have 
some very practical concerns about the feasibility of such a propos- 
al. These reservations stem from an analysis of the impact of the 
IDEA proposal on: first, the ability of taxpayers and employers to 
cope with the changes; our current tax processing system limita- 
tions; our revenue accounting system; and, our tax collection activi- 
ties. Moreover, we currently have neither the computer capacity 
nor the resources to undertake such an effort at this time. 

The IDEA proposal would have a significant impact on the Serv- 
ice's current processing system. Implementing the provisions would 
require substantial forms and processing changes, increased capac- 
ity, new accounting routines, and greatly increased collection en- 
forcement resources. 

Former Commissioner Goldberg and other IRS executives testi- 
fied last year before both Houses of Congress about the need to 
modernize our tax system. We are at a crossroads at the IRS. Our 
outmoded systems make it difficult for us to properly store, timely 
deliver, or update information already in our system. If the IRS is 
to be charged with collecting non-tax debts, we would need to begin 
planning for this as part of tax systems modernization. 

To implement this legislation, the Form 1040 would have to be 
revised to calculate loan repayment amounts due and to record 
loan payments transmitted. Adding a new line to the Form 1040 is 
much easier said than done. The IRS would have to adapt several 
systems to process IDEA accounts. IDEA accounts would have sig- 
nificant difference from current tax accounts. As an example, tax 
accounts are generally kept in active files for only a few years, al- 
though unpaid tax accounts are kept for 10 years. A delinquent 
IDEA account could be active for 25 years or longer. 

As we contemplate processing changes for 1993 and beyond, we 
are confronting very real limits to our ability to capture informa- 
tion from the 1040. Modifying the computer record that is built 
from the Form 1040 to transmit information to our Individual 
Master File to accommodate loan payment information would re- 
quire format changes which would create unacceptable overhead, 
severely impacting processing times, making it harder to issue re- 
funds on time 

There would also be a tremendous impact on Taxpayer Service 
sites and service centers responding to inquiries on subsequent no- 
tices that we would send out each year during our busiest season. 
In addition to the processing issues, which we feel are significant, 
additional workload would be incurred in our collection function. 
The collection of delinquent student loan payments would add to 
the very sizable existing accounts receivable inventory. I've out- 
lined the collection process further on pages 10 through 13 of my 
prepared statement. 
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[The prepared statement of Michael S. Bigelow follows:] 
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0TATBICBIIT OV 
HXCHAKL B. BXOBLOW 
DBPOry MSIBTAirr CONNIBBXOMBB (RBTURHB VROCBBBIMO) 
ZMTIRiaai RBVBiniB BBBVICB 

BEPORB TBB 8DBC0NNXTTBB OM VOBTflBCONDRRY BDUCRVZOH 
BOQBB CONNITTBB OV SEDUCATIOM RMD LRBOR 
rBBRUARY €, lf92 



Mr. Chairaan and Members of the Subconnlttee : 

I appreciate the opportunity to testify on the proposals 
that would have the iRS collect repayments on student loans. 
With me today Is Jim Helm^ the Deputy Assistant Commissioner for 
Collection. 

Ix OVERVIBW 

We have done a preliminary analysis of our responslbllltler 
under Congressman Petri's bill, the "Income-Dependent Education 
Assistance Act of 1991** (HR 2336) . Ny testimony today Is based 
on that analysis and our experience with collection of non-tax 
debts. He are working with the Department of Education to 
examine the issues of mutual concern raised by the bill. My 
testimony today will discuss the issues and concerns we see at 
this stage of our inquiry. They are not meant to convey a 
judgement on our part that these problems are insurmountable. 

I also will not comment' on the policy. However, I must 
point out that this proposal to hav.- the IRS collect student 
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loans would b« a fundaaental change in the nlBslon of the XRS and 
our role in the lives of taxpayers* 

ailB AKD SCOPg 09 r ys OPnxrTonn 

Before X conaent on the legislation, X would like to give 
you a little background on the size and scope of XRS operations. 
The Xnternal Revenue Service affects the lives of alnost all 
Americans. Our taxpayer base includes all individuals, fairilies, 
businesses, trusts, estates, tax exenpt organisations, and 
govemiaent agencies throughout the United states, and others 
throughout the world who do business in the United States. our 
budget for FY 1992 is alnost $6,7 billion and we have over 
115,000 employees in our service centers, call sites, district 
offices and overseas posts of duty. 

During 1991, the XRS processed nore than 200 million tax 
returns and mo2re than 1 billion information returns, sent out 
refunds to more than 80 million taxpayers, and collected more 
than 1 trillion dollars. We sent out more than 8 million notices 
to taxpayers who made math tirrors, or forgot to sign or attach 
schedules to their returns; sent out more than 2 million notices 
requesting name and Social Security Number and received more than 
40 million letters in our service centers. We handled more than 
36 million calls in our Taxpayer service call sites and received 
more than 3.6 million calls and placed more than 3.2 million 
calls in our Collection Automated call sites. 
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Htt •nforc«d coaplianctt with th^ tax laws by conducting more 
than 1 Billion axaainationa and aant out acre than 4 nillion 
notices to taxpayers who did not includs all of their incone on 
their returns* We aleo sent out nore than 18 million balance-due 
collection notices and initiated sore than 4 nillion collection 
actions (ranging from filing notices of tax lien to banX levies 
and property seizures) . 

To support all of these activities, IRS employees requested 
copies of more than 40 million tax returns from archives for our 
use, and received more than 6 million requests from taxpayers for 
copies of their returns. He made more than 54 million inquiries 
to our master files and effected more than 700 million 
transactions to master file accounts. 

THE WEED FOR TAX SIMPLiyiCATION 

The IRS has a longstanding commitment to making the tax 
system simpler and more responsive to the needs of taxpayers. 
Our goal is to provide quality service to taxpayers at all times. 
Because even minor changes can have a substantial impact on the 
overall tax administration system, it is important to carefully 
consider any changes that could affect our ability to collect the 
more than one trillion dollars owed the government each year. In 
analyzing any new proposal, we must consider its impact on 
taxpayer burden and complexity. 
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Congr«»» has Isgislation pending bafora it that would 
•iaplify th« tax rulas and raduca tha raportlng burdan on 
taxpayara. Thaaa carafully conaidarad propoaala ara a very 
important atap in tha right diraction — a atap that will, if 
•nactad, bring about a poaitiva ohanga in taxpayara* parcaption 
about tha equity and fairnaas of tha ovarall ayaten. 



III. COLLECTTQII Qf Kli'TM DBBM BY TPB 

Tha XRS alraady collacta non-tax debts owed the federal 
government. Congreaa firat authorised the collection of 
delinquent child and apouaal aupport paynenta through offset of 
taxpayera' refunds in 1981. Refund off.et was expanded in 1984 
to other federal non-tax debts, such as unpaid student or small 
business loans. Because of concern that collection of non-tax 
debt could affect compliance with the tax laws, Congress directed 
the Treasury to study the impact of these offsets on future 
compliance. The long-term effect is the subject of a five year 
study that we aru now conducting. We expect to publish interim 
results later this year and final results in 1994. The study 
will also eatimate the coata of the program, including any 
increase in the cost of collecting tax debts, it will also 
estimate revenue lost as a result of subsequent taxpayer 
noncompliance. 
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The refund offset program has baen successful in securing 
paynents on past due federal debts. In 1991, IRS offset over 1.5 
Billion refunds and secured over $900 Billion for all federal 
agencies. Of that aaount, over $360 aillion is for defaulted 
student loans and has been remitted to the Department of 
Education. 

Taking into account all of these factors, Congress and the 
Administration must ultimately make the policy decision whether 
IRS should become the collection agent for all federal debts. 
Let me explain. Under the IDEA proposal, Congress would move 
from requiring IRS to act as a debt collector of resort to 

establishing IRS as the primary federal debt collector for 
student loans. Under the current rules, IRS is only required to 
offset any tax refund due an individual who is delinquent in 
paying a non-tax federal debt. Under the IDEA proposal, IRS 
would collect the entire loan repayment* Under IDEA, this would 
be a federal obligation, but not a tax. Under Mr. Miller's 
proposal, this repayment would, in fact, be a tax. While IDEA 
speaks only to collecting student loans, it seems likely that 
this concept, once begun, would eventually be extended to other 
non-tax federal debts. To date, no cost-benefit analyses have 
been done to determine whether there is an overall savings to the 
government from transferring collection responsibilities to IRS. 
These analyses, along with research on the potential impact of 
such a proposal on the tax system, must be done before Congress 
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and thtt Adainistration can H&ks an lnfor»«d daciaion on how to 
baat collact all aoniaa dua tha fadaral govarnnant. iRS will 
continua to work with tha Dapartnant of Education on coata 
analyaaa of tha varioua propoaala* 

\bova and bayond tha policy daciaion of whathar iRS ahould 
bacona tha govarnnant collactor for all fadaral dabta, wa hava 
aona vary practical concarna about tha faaaibility of auch a 
propoaal. Baaed on our praliainary analyaia of tha IDEA and 
aimilar propoaala, auch an idaa could ba implamantad only with a 
lead tine of at laaat five yaara. Thaaa raaarvations stem from 
an analyaia of tha inpact of tha IDEA propoaal on 1) the ability 
of taxpayara and amployara to cope with tha changes, 2) the 
current tax procesaing ayatan limitations, 3) our revenue 
accounting syatan, and, 4) our tax collection activities. 
Moreover, we currently have neither the computer capacity nor the 
resources to undertake auch an effort* 

lUx IMPACT ON IRfl PftOCBgaiKQ MfD XGCOnmiMQ flYSTgMfl 

The IDEA propoaal would hava a significant impact on the 
Service • a currant processing systems. Wa have not done extensive 
estimates of tha computer capacity needed to implement this 
program nor hava wa projected coats. However, we believe that 
implementing the provisions would require substantial forms and 
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procMsing changes^ Incrtastd capacity^ ntv accounting routines 
and grtatly incraaaad Colltction anforceMnt rtaources. 

Congraaanan PatriU office eatinated that between 1 and 1.8 
ttillion borrowers would take advantage of the IDEA program the 
first year. Eventually^ over 12 Billion accounts could be active 
on the systen. Every one of those accounts would need some type 
of maintenance by the Treasury, even if it is just to calculate 
that no repayment is due that year. The processing changes would 
impact the processing of the over 100 million individual income 
tax returns since our routines must take into account all 
possible forms and schedules. 

The discussion of this proposal must also take into account 
the work now being done on Tax Systems Modernization (TSM) • 
Former Commissioner Goldberg and other IRS executives testified 
last year before both Houses of Congress about the need to 
modernise our tax system. We are at a crossroads at the IRS. 
Outmoded systems make it difficult for us to properly store, 
timely deliver or update information already in our system. If 
the IRS is to be charged with the collection of nontax debts, we 
would need to begin planning for this as part of Tax Systems 
Modernisation. 

In analyzing the proposal, we have assumed that maintenance 
of the loan account would be handled by an agency other than the 
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IRS, a: *^^ough undtr HR 2336 th* Secretary of the Treasury could 
assign that responsibility to the IRS. Assuving that XRS* role 
is priaarily to collect repaysentSi we would have two aajor 
responsibilities: 1) we would^ transmit to the lending agency tax 
return infonsation that would enable them to calculate the amount 
due fron the borrower/taxpayer in the coning year; 2) we would 
collect payment information from the tax return and transmit that 
information to the lender to apply to the outstanding loan(s). 
Computations related to the loan would be done outside of the tax 
system by the lending agency. Once the computation is made, 
however, IRS systems would need to keep track of the amounts paid 
and to generate balance due accounts if the loan repayment is 
less than the expected amount calculated* 

To implement this legislation, the Form 1040 would have to 
be levised to calculate loan repayment amounts due and to record 
loan payments transmitted* We are assuming that we would design 
an IDEA repayment schedule that would be attached to the 1040. 
Adding a new line and schedule to the 1040 is much easier said 
than done* In addition to changing the form and instructions, we 
would need to re-write software, design new processing routines 
in the service centers, train staff in the service centers and 
Taxpayer Services sites, account for money collected with the 
returns, and inform and advise taxpayers about completing the 
return* The impact on these activities would be significant. 
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Th« ZRS would havt to adapt savtral systans to process IDEA 
accounts. First, to accomnodate thosa loan accounts that are not 
paid in full, ve would have to exanine our entire account 
etructure which now includee 155 aillion individual tax accounts. 
IDEA accounts would have significant differences from tax 
accounts, so we could not naintain then as tax accounts in the 
Individual Master File as it is currently designed. Among the 
differences are the length of tine the accounte would be 
naintained and the different interest calculations that would 
apply* Tax accounte are generally kept in active files for only 
a few years; although unpaid tax accounts are Kept for 10 years; 
a delinquent IDEA account could be active for twenty-five years 
or longer. He have not estinated the exact impact of these 
accounts because we do not know exactly what information we would 
capture for each account. 

Likewise, processing loan payments that are not delinquent 
could cause some problems. As we contemplate processing changes 
for 1993 and beyond, we are confronting very real limits to our 
ability to capture information from the Form 1040. Modifying the 
computer record that is built from the Form 1040 to transmit 
information to the Individual Master File to accommodate loan 
payment information would require format changes. These changes 
would create unacceptable overhead and severely impact processing 
times. He have a major effort under way to address this problem 
based on current needs. 
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The IDEA bill would r«quir« the IRS to send notices to 
borrowers with outstanding IDEA loans in January of every year. 
The actual production of such a notice that would show that the 
borrower is in a repayment status, the maximum account balance, 
the current account balance and the method of computation used to 
determine the amount due would not be difficult. However, there 
would be a tremendous impact on Taxpayer Service sites and 
service centers which would have to respond to inquiries on these 
notices each year during our busiest season. In addition to up- 
front costs for printing, sorting and mailing, we would need 
resources to respond to these taxpayer inquiries. Our experience 
is that whenever we send a notice, even one that just conveys 
information to the taxpayer, we will receive inquiries to our 
call sites and service centers, in this case asking about 
incorrect loan balances, for explanations of repayment 
computations. 



XZi. IMPACT ON COLLECTION ACTIVITIB> p 

In addition to the processing issues, which are significant, 
the primary additional workload would be incurred in our 
Collection function. At the beginning of the Collection process, 
we would need to make clear to taxpayers whether we are 
collecting delinquent taxes or student loan repayments. We 



81 



-11- 

anticipat* having to uat two typts of noticaa or to show the 
anounta saparataly on aach notica. Wa nay naed to naintain two 
aaparata ayatana in ordar to conputa account balancaa or to 
answar taxpayer quaationa on thair accounta. if va naadad to 
naka paraonal contact to collect the tax, we auat be able to tell 
taxpayera whether we are collecting a atudent loan or a tax 
delinquency. All iRs programs could be affected by this new 
workload. ' 

The collection of delinquent atudent loan payments would add 
to the very sizeable existing accounts receivable inventory. A 
portion of this inventory ia made up of current accounts which we 
will collect in due couraa. However, about 27% of the inventory 
is composed of caaea which we categorize aa currently-not- 
collactibla. Theae caaes include bankrupt taxpayers, taxpayers 
who cannot pay because c^f hardship and taxpayers that we cannot 
locate. While under IDEA provisions many of these taxpayers 
would be exempt from making repayments, we believe that many of 
the delinquent student loans which cannot be collected through 
the offset program will fall into thia category, it is likely 
that the offset program operatea at a much lower cost than would 
the more comprehensive program envisioned by IDEA. 

We have a major effort underway to improve our handling of 
accounts receivable which has been the subject of numerous 
hearings before Congress over the last two years. We appointed a 
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hlgh lovttl •xttcutlve to servs as Accounts Receivable Executive 
Officer* This executive is reBponsible for coordinating the many 
different aspects and IRS functions that oust work together to 
reduce the rate of growth in accounts receivable, particularly in 
uncollectible accounts* 

We are concerned that we could not devote sufficient 
collection resources to delinquent student loan liabilities. 
Because our current collection workload exceeds the resources 
available to work it, balance due cases are ranked in priority 
order for future work, primarily on the amount due. Cases ready 
to be worked are held in u **queue^ that assigns cases based on 
their priority as staff to work them becomes available. Based on 
a review of the payment amounts in the charts accompanying Mr, 
Petri's bill, we conclude that many of the delinquent student 
loan cases would not be assigned a high enough priority under our 
current rating system and therefore would receive only routine 
attention. Although those cases would receive delinquent notices 
(4 to 5 notices) and could result in levy action, they most 
likely would not be worked by Revenue Officers making personal 
contact. 

Nonfiler case workload would also be affected. This work is 
also prioritized based on potential tax due and available 
resources. He would have to determine whether to treat potential 
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IfiAn pavmftnta as we would potential delinquent taxes when 
determining which non-filer cases to pursue. 

A major assumption of the proposals is that the IRS would be 
an effective collector of delinquent loan payments. Because of 
the unique nature of tax obligations, the Service is given wide 
ranging authority to take distraint action to effect collection 
of delinquent taxes. This authority, or even the threat of using 
it, is a primary reason that the IRS collected over $24 billion 
from delinquent accounts last year. Congress recognized the 
importance of our ability to enforce collection administratively, 
and has recently given similar authority, administrative wage 
garnishment, to the Department of Education. Administrative wage 
garnishment, similar to our levy authority, should greatly 
increase the collection of delinquent student loans. 

3L. IMPACT ON TAXPAYERS AND EMPLOYgRfl 

The bill envisions that the student's loan payments would be 
paid along with an individual's current year's tax. However, it 
does not seem to anticipate altering the withholding tables and 
estimated tax worksheets to ensure that taxpayers pay in the 
amounts that would be due for student loans. In fact, borrowers 
will not know their liabilities until January of the year the 
payment is due (on April 15th) . 
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The ZRS takes very seriously Its role in educating taxpayers 
about the best way to meet their tax obligations. In order to 
avoid a large number of taxpayers c^lscovering that they owe a 
significant amount and oust pay it .thin a short tine, the Form 

(Employee's Withholding Allowance Certificate) would have to 
be revised to factor loan repayments into the withholding 
calculation. Although this would further complicate the Form W- 
4, which already contains a page of additional worksheets for 
taxpayers with two jobs or for two wage-earner households, we 
believe it would be necessary to avoid balance due tax returns. 
While borrowers could compute their anticipated repayment amounts 
when they complete their education, they would need to adjust the 
repayment if their income changed. 

These revisions would need to be communicated to taxpayers, 
employers, and practitioners at least a year before the 
repayments were due to give taxpayers the maximum amount of time 
over which to spread their payment. Instructions to employers 
are particularly important since they field most questions from 
employees about their withholding. 

ILl lead time and RBflQTOGg MEEDS 

We must note that the bill does not have specific effective 
dates nor do they contemplate a transition period. We would need 
significant coordination with the Department of Education to 
arrange the transition and to develop protocols for ongoing 
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Inforaation nteds* Education, for •xanplt, is reaponaibla for 
dataraining tha eligibility of an inatitution to participata in 
tha loan prograa. wa would alao hava to coordinata ayatama 
aodif ication afforts with the agency designated to aake the 
loans* 

Ha have not eatiaated either the coat of aodifying our 
•yateaa or the operational costa once iapleaented. Significant 
coordination alao would be neceaaary to develop coanon 
aasuaptions that would enable all ZRS functions to accurately 
eatiaate tha tiae and reaources neceaaary to iaplenent this bill« 
Froa our preliainary analyais, atart-up costs would be 
significant, and we note that neither bill contains funding for 
start-up but only for adainistration of the loans* If the ZRS 
were to alao take on the raaponsibility for developing a loan 
processing prograa, which we are not experienced in 
adninistering, lead tiae and resource needs would increase 
significantly. 

VII. CONCLUfllOM 

Mr. Chairaan, X do not want to convey the iapreasion that 
the IRS would not be able to collect atudent loan repayments if 
that ia the will of the Congreas and the President* Howaver, I 
aust eaphasize that thia would be a aajor change in the way we do 
business and would iapact aany different aspects of our tax 
adainistration aystea — a systaa that we are committed to 
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i»proving through •lapllflcatlon and through our Bodernization 
efforts over the next decade. 

He Know that^ with proper planning, we can inplement aajor 
tax legislation. He have done so in the past and we expect to 
Bake major changes in the very near future. However , as Former 
Connissioner and now Assistant Secretary of the Treasury for Tax 
Policy Goldberg frequently noted, in order for us to implement 
tax law changes, we must consider all aspects of the changes on 
our system. As I noted at the beginning of my statement, we will 
continue to work with the Department of Education to pursue these 
issues in greater detail in a variety of scenarios. 

He appreciate your takir q this opportunity to determine what 
the impact on the IRS would be as you consider this legislation. 

Mr, Helm and I will be pleased to answer any questions you 
or the Members may have. 
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Mr. Miller. Thank you verjr much for your testimony. I don't 
know that I have a lot of questions because I think the issues that 
you quite correctly raised will not be necessarily addressed by this 
committee. But I think you certainly raised a number of those 
issues. 

In the preparation of your testimony, has the IRS looked at this 
system or is this sitting down in terms of preparing for this morn- 
ing and thinking about the kinds of issues that would be raised? 
Have you done any formal studies on what msyor debt collection 
would mean or not mean to the IRS? 

Mr. BiGELOW. Well we have been looking at this bill ever since 
we became aware of it and have been working with the Depart- 
ment of Education. There was some discussion about calculating 
our cost, how much it was going to actually cost to implement this 
tvpe of a thing within our own administration of it. But beyond 
that, I m not sure how extensive because, you know, we do have 
that one 5-year test already undergoing, looking at noncompliance, 
which is a big concern we have. 

Mr. Miller. So, there is some additional sort of fleshing out of 
the proposal that can be done if hearings are held in either Fi- 
nance or Ways and Means with respect to what you believe the 
cost or the manpower requirements and so forth are? 

Mr. Bigelow. Absolutely, and our staffs would be more than will- 
mg to work with staffs of this committee or of those other commit- 
tees on anything that we would need to flesh out. 

Mr. Milu:r. I've learned not to tread too deeply into the other 
committees' jurisdiction, so I think I've had my last question. But I 
do appreciate very much the willingness of IRS to come and to dis- 
cuss this, because, obviously, the implementation of this would be 
terribly, terribly important in terms of the expectations that we 
will create and hopefully the reality that we will create about the 
accessibility of this program. 

I think that these questions go to transition times, it does go to 
questions of whether some of this can be folded into the other 
study that you have ongoing to try to develop this information. But 
again, those are questions better raised by staff and members that 
fully understand the complexities of the IRS system. I only try to 
comply, nothing beyond that. 

Mr. Petri? 

Mr. Petrl Thank you. I'd like to compliment you and your staff 
for the time that you have put in, in working with my staff and 
with others on attempting to understand where we're coming from 
and helping us to understand how the IRS operates with many of 
your internal procedures and policies. I think that process is 
moving forward. 

We'll give students enormous assistance if this does go into 
effect. But it s something that must be administratively sensible 
and sensitive to the requirements and constraints that you face in 
doing your business. 

I do have a few questions, and you may not be able to answer all 
of them, which is understandable. But there's a difference, I think, 
and I just don't understand the reason for it, in your characteriza- 
tion of Mr. Bradley and Mr. Miller's bill in your prepared state- 
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ment on page 5 as a tax, and the IDEA collection as a non-tax gov- 
ernment debt. 

Is that because of something in the way our bill is drafted? Me- 
chanically, it seems to be the same thing. They're both taking per- 
centages of income, and we think it can fairly be characterized as a 
tax in both cases. But I'd like to hear your explanation for why one 
18 characterized as a tax and the other is not. 

Mr. BiGELOw. I think the way we envision it is that the one 
speaks of it directly, where, in your bill it does not. That's the char- 
acteristics of the two. I think if you want to declare it as a tax, you 
need to— you know, I would recommend it be more clear. 

Mr. Petri. That might be helpful if you're worrying about this 
policy of suddenly getting into the business of collecting every- 
thing. Since this is income related, we could argue that it's on the 
tax side of the divide rather than on the government obligation 
side. 

Mr. BiGELOw. That's true. 

Mr. Petri. Those obligations are not income sensitive, normally. 

Mr. BiGELOW. One thing we always watch for is the ability for 
the taxpayers to understand the tax system, the education that we 
try and put out there. Student loan collection would require a 
major effort in order to convince, I think, the public this is really a 
tax. So, it s those kind of perceptions we'd have to work on in order 
to educate— if we just put it into the tax. But it would still have 
some major differences from the normal tax, as I pointed out, inter- 
est computation 

Mr. Petri. Carryover from year to year and so on. I just have 
three other questions briefly. If you assume that an agency such as 
the Financial Management Service actually maintains the IDEA 
accounte, and that your job at IRS is simply to report payments to 
the FMS and collect delinquent payments, isn't that similar to 
what you already do in collecting self-employment social security 
taxes and reporting them to the Social Security Administration? 

Mr. BiGELOw. I m saying it's not insurmountable. They just re- 
quire different accounting routines. We would have to have sepa- 
rate leaa times in order to develop those accounting routines, de- 
pending on which side of the— if it'^s just a trust fund as opposed to 
just go into the national treasury, those types of things. 

It could be worked out, and that's why I want to make sure that 
you don t think that we're totally against it. We don't have a real 
position on it, but things could be worked out. It's in the account- 
ing functions. 

Mr. Petri. This is a slightly mischievous question so you may not 
want to answer it, but on the question of lead times, and your esti- 
mate that it might take 5 years to phase this program in, there are 
a lot of different tax and IRS-based proposals floating around town 
these days. It seems to be that time of year. 

Does your testimony mean basically that it might take 5 years to 
Jut in place the proposal for a new credit for first-time home 
)uyers or a new type of reverse IRA account, or is that somehow 
less onerous than this particular new proposal? 

Mr. BiGELOw. As far as the 5 years, you know, I don't know if it 
would be 5 years, number one. First of all, what you have to look 
at IS any time tax legislation is passed, we always try and work 
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with the staff to give adequate lead time. It depends on if you're 
changing simply the percent of tax due. That's a very easy comput- 
er routine in order to change. 

If you're changing the entire accounting systems for the account- 
abdity of those funds, which is something that is in this bill, or the 
interest computation routines, we struggle with that under our an- 
ti(mated systems. It requires a lot more lead time. 

So, it really depends on the actual legislation, and we try to work 
verv closely with all the different areas of Congress passing this to 
make sure that they understand that. We've had very, very good 
cooperation, I think, in giving us adequate lead time that we would 
need. It really just depends on how complex. This is a lot more 
complex than most of the ones that are going on now. 

Mr. Petri. Just one last question. The adoption of IDEA would 
eventually get the IRS completely out of the business of refund off- 
sets for student loans. Aside from the question of volume, that is if 
you were doing it for the same number of taxpayers each year, 
would you rather withhold refunds from student loan defaulters 
who may really be hardship cases, or collect IDEA taxes that are 
guaranteed to be a reasonable percentage of income, and that 
people would actually have the ability to pay? 

Mr. BiGELOW. I think that's a policy decision as opposed to an ad- 
ministration decision. All we do is administer the tax laws. So, I 
would not want to get into that one. 

Mr. Petri. Thank you. 

Mr. Miller. Mr. Sawyer? 

[No response.] 

Mr. Miller. Mr. Andrews? 

Mr. Andrews. Thank you, Mr. Chairman. Mr. Bigelow, thank 
you for your remarks. They were very well thought out, and we ap- 
preciate them. Do you think that there's a reasonable analogy be- 
tween the ideas Mr. Petri has been talking about and the payroll 
"«J"ct»on for U.S. savings bonds that an employer withholds? 

Mr. Bigelow. I've never really given it any thought between the 
two. 

^^'u^**?**^^^' experience has been that, generally speaking, 
probably hundreds of thousands of employers across the country 
have a voluntary payroll deduction for U.S. Savings Bonds. It's an 
asset, single asset. It's the bond issued by the United States govern- 
ment. This would be a loan issued by the United States govern- 
ment. 

The point that I'm making, isn't the direct lending component of 
Mr. Petri 8 bill a tool of simplification for IRS collection, since, in 
tact, the U.S. government owns the asset that's the basis of the col- 
l«5tion? TTie person has to give their social security number, their 
address, their other information at the time they make the loan. 
Doesn t that substantially simplify the problems that you outlined 
in your testimony? 

Mr. Bigelow. In the collection aspect? Mr. Helm? 

Mr. Helm. Yes. I also hadn't really focused on that aspect of it. 
One of the concerns that we have in Collection is that a portion of 
our accounts receivable inventory, a significant portion, is made up 
of what we call trust fund liabilities; that is the employees with- 
held taxes and PICA. This, of course, would add to the employer's 
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burden, if you will, not only in terms of withholding but in deposit- 
ing those taxes on a regular time schedule. 

So, whatever order of magnitude the annual payment would add 
to that employer's burden, the potential of the Internal Revenue 
Service, encountering delinquency on the part of the employers in 
collecting that tax, is an issue. We haven't quantified that at all, of 
course, because we're at such early stages in considering the 
impact on the Service. 

Mr. Andrews. Would you agree, though, with the statement that 
the switch to a loan program where the United States government 
is the owner of the note, is the payee under the note, simplifies the 
collection problem, from your point of view? 

Mr. Helm. Again, I'm not sure I have a point of view on that. On 
the surface, it sounds like that. But again, I personally haven't 
thought about that aspect of it. 

Mr. Andrews. Thank you. 

Mr. Miller. What's the easiest way to do this for the IRS? 
Mr. BiGELOW. As far as what? 

Mr. Miller. To guarantee this collection and to provide for this 
collection? 

Mr. BiGELOW. Well, we have found that the refund offset pro- 
gram is not very expensive to run. It certainly brings in a lot of 
money. We still have some concerns as far as how many taxpayers 
do not subsequently file as a result of having this happen to them 
once, and that's part of that study. But as far as administrating 
this program— you know, we offset for 26 agencies right now. 

As you can see, it's big bucks. It's very easy for us. We have 
those routines already developed. Even if we change this one, we 
would still maintain those for all those other government agencies 
and government debts. 

Mr. Miller. I see. Any other questions by any members? 

[No response.] 

Mr. Miller. Thank you very much. Fm sure we'll continue to be 
in touch with you as this progresses. Thank you. 
Mr. BiGELOW. Thank you. 

Mr. Miller. Next we will hear from a panel made up of Mr. J. 
Shawn Landres, who is a student at Columbia University; Ms. 
Stacey Leyton is Vice President of the United Statos Student Asso- 
ciation; Mr. Arthur Hauptman, who is an education consultant; 
Mr. Kenneth Sears, who is Associate Director of Financial Aid, 
West Virginia University Health Sciences Center; and Mr. Jerry 
Davis, Vice President of Research and Policy Analysis of Pennsyl- 
vania Higher Education Assistance Agency. 

Welcome to the committee. Again, your prepared statements will 
be put in the record in their entirety. We will recognize you in the 
order in which I called your name, and look forward to your testi- 
mony. 
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STATEMENTS OF J. SHAWN LANDRES, STUDENT, COLUMBIA UNI- 
VERSITY, NEW YORK, NEW YORK; STACEY LEYTON, VICE 
PRESIDENT, UNITED STATES STUDENT ASSOCIATION, WASH- 
INGTON, DC; ARTHUR HAUPTMAN, EDUCATION CONSULTANT, 
WASHINGTON, DC; KENNETH SEARS, ASSOCIATE DIRECTOR OF 
FINANCIAL AID, WEST VIRGINIA UNIVERSITY HEALTH SCI- 
ENCES CENTER, MORGANTOWN, WEST VIRGINIA; AND JERRY 
DAVIS, VICE PRESIDENT, KESEARCH AND POLICY ANALYSIS, 
PENNSYLVANIA HIGHER EDUCATION ASSISTANCE AGENCY, 
HARRISBURG, PENNSYLVANIA 

Mr. Landres. Thank you very much, Mi\ Chairman. My name is 
Shawn Landres. Tm a sophomore at Columbia University. I m the 
government affairs representative on the Columbia College Student 
Council. 

I come to you today from a university which, because of the cut- 
backs in Federal and State aid over the past 10 years, is grappling 
with a tough problem. It looks like that next year, for the first 
time in over 20 years, Columbia will no longer have need-blind ad- 
missions, and it will no longer have full coverage of financial need. 

That would be a tragedy for Columbia, and it would be a tragedy 
for students from every State who have the opportunity to get a 
great education, because they had a commitment that no matter 
what their needs were, if they had the stuff to go to Columbia, they 
were going to get through. 

Today, we're looking at two bills, H.R. 2336 and H.R. 3050, which 
would obviate the need to move away from need-blind admissions 
and to move away from full coverage because every student who 
needed to borrow money, who wanted to borrow money would be 
able to, and they would know that they would be able to pay back 
that money at a reasonable percentage of their income. 

Now, Tve spoken to a number of students at Columbia. Tve 
talked to them about IDEA. I've talked to them about SRS, and 
this is their feeling. We like IDEA a lot better because we like the 
higher loan limits. We like the method of repayment because you 
don't have to start paying back your loans until you actually make 
something that the IRS is going to make you pay taxes on, and be- 
cause the system is very sensitive to student needs and to budget- 
ary realities. 

I've also brought up the point with students that under IDEA or 
under SRS, they would be paying more interest payments, and 
they would be paying their loans for a longer period of time. But 
what they say to me is, "Am I going to default on my loans?" I say 
no. 

I say you're going to be paying a reasonable percentage of your 
income. They tell me that that's a reasonable bet. They'd rather 
pay a little more a little longer, or maybe a lot longer, and not de- 
fault on their loans and not have their credit ratings ruined. 

They don't know whether they're going to have jobs next year at 
Columbia. They don't know what their future holds. I know that 
the members here have talked about this in caucuses all over the 
place about a whole host of issues, but this program makes a com- 
mitment to students. It's budget sensitive; it s not budget neutral. 
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But as students and as voters and as taxpayers, wo know that 
education doesn't exist in a vacuum, that in an ideal world we 
would have a Pell Grant entitlement, and I think we should have a 
Pell Grant entitlement. But if it doesn't happen this year, we'd 
better make sure that there is something a lot better than we had 
going into this reauthorization process. 

I think that IDEA is a step toward that. I think that we can do a 
lot to make sure that students get into school, they get into the 
schools that they want to go to and they can go to. I was reading 
the New York Newsday on my way down here. IVenty-eight per- 
cent of students this year chose their school because of low tuition 
or because of financial aid. That's up 5 percent, up from 23 percent 
of students just last year choosing for low tuition, up from 25 per- 
cent of students choosing for good financial aid offers. 

Everyone should be able to go to the school where they want to, 
where the program that they want to study is the best, not where 
they have the money to go. It doesn't make sense. So, that's why 
we're supporting IDEA. That's why we believe that an incomr-con- 
tingent loan system would make a lot of sense. 

I have a lot of details in my testimony that I would love to take 
questions on. I have concerns about some things in SRS with the 
average annual postgraduate income, for example, that would sort 
of determine minimum and maximum payments. As we've seen in 
this recession, those numbers are very different in New York, Los 
Angeles, Atlanta, Chicago. There's no real national average that I 
think is fair to operate on. 

I think that there are plenty of issues that are worth going into. 
But the bottom line is this: access is down, retention is down. We 
have a budget deficit in this country, but we have more than that 
for the students of my generation. We have an education deficit, 
and what's even worse is we have a hope deficit. 

So, when you consider these bills, I hope that you will look to the 
future of my generation and say what can we do to make America 
stronger, to make our future brighter, to make us more competitive 
on the international scene, and to make it possible for our genera- 
tion to continue to live the American dream. Thank you. 

[The prepared statement of J. Shawn Landres follows:] 
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Mr. Chalmum, distinguished members of the Committee: 

My iiune is Shawn Undres. I am a sophomore at Columbia University in the 
City of New Yorlc, and my family lives in Santa Monica, California. I serve as 
Government Affairs Representative for the Columbia CoUege Student Council, and 
I chair the Columbia University Student Higher Education Advocacy Committee. 
TTiis past spring, I coordinated the Colum.t>ia CoUege Student Coundl's Washington 
Student Delegation, and had the opportunity to speak with n iny of you regarding 
our concerns about the Higher Education Act. I am pleased to submit my comments 
regarding HR2336, the 'Income-Dependent Education Assistance Act of 1991/' and 
HR3050, the "Self-Reliance Scholarship Act of 1991." 

Mr. Chairman, thank you for making students an integral part of the 
reauthorization process. I hope that we have been able to contribute constructively 
to the reforms which we all know need to take place. My thanks are due also to 
Congressman Thomas Petri, whose continued dedication to the question of a 
workable income-contingent loan is to be commended. 

Before us today are two bUls, both of which contain provisions which would 
replace the current income-contingent loan program within the Higher Education 
Act. While each biU attempts to address fundamental problems in the pilot project 
— high interest rates, the prospect of a Ufetime of unsubsidized payments for low- 
income graduates, and fixed payments in the first two post-graduate years — I 
believe that HR2336, the Income-Dependent Education Assistance Act, provides for 
a fairer and more effective loan program. Realistic loan limits, a highly efficient 
repayment system, and an equitable aoss-subsidy combine within IDEA m a way 
which is sensitive both to student needs and to federal budget realities. 
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Because It would be a supplemental program, rather than a replacement for 
other student loans, IDEA would allow students greater freedom to choose among 
different postsecondary financing options. However, those students who wished to 
consolidate their loans and to manage them more easily would be able to convert all 
of their GSLs into IDEA loans. 

A more refined income-contingent loan program would greatly expand access 
for students of all income levels and would dramatically broaden the choices 
available to your constituents, whose postsecondary education options are ever 
more restricted by financial — rather than educational — considerations. At a 
financial aid forum I helped organize last year, one student described the conflict she 
felt between her desire to become a teacher and her need to repay her student loans. 
Her sentiments are echoed time and again aaoss campuses all over America: "I'd 
really like to go into community service, but 1 have to pay back my student loans, so 
I guess I'll become a lawyer." 

Income-contingent loans will allow thousands of graduates to balance student 
loan payments with the austerity of the community servants annual compensation. 
Although loan deferment and forgiveness programs do exist under certain limited 
circumstances, they do not allow the flexibility needed. Only an effective ICL can cap 
loan repayments at a reasonable percentage of income. 

Based upon my conversations with Columbia students of all socioeconomic 
backgrounds, I am confident that an income-contingent loan program would attract 
a high number of participants. Among those with whom I talked were students who 
would not otherwise borrow, because of concerns about high fixed payments. They 
indicated that they would be likely to take advantage of a loan program in which 
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their payments were a manageable perce4itage of their income. Additionally, a 
considerable number of students who are Stafford, PLUS, and SLS borrowers said 
that they would much prefer an ICL's more reasonable interest rates and more 
favorable repayment schedule. Most importantly, however, many students who 
currently do not qualify for federal aid — and who anticipate high post-graduate 
incomes — showed great interest in the program. These are precisely the borrowers 
ICLs require to balance their budgets. 

I believe that the implementation provisions found in HR2336 are superior 
to those in HR3050 for three major reasons: 

The loan limito in HR2336 are more realistic. HR3050's complex system 
of determining repayment schedules reduces its effective limit well below the 
already tight $33,000 cap. IDEA'S limits, at $70,000 for most students and higher for 
medical students, much more effectively address current and future student need. 
Furthermore, studies have revealed that the more postsecondary education a 
student receives, the higher his or her postgraduate income will be. Those students 
whose lending approaches the cap are more likely to have the high postgraduate 
income needed to help power the program. The bottom 11 ae: it is possible to finance 
a college education and even some graduate school using only the IDEA program; 
the same is not necessarily true for the SRS plan. 

IDEA'S repayment system efficiently and fairly addresses concerns 
about IRS implementation. Under IDEA, only those borrowers whose income 
reaches or exceeds the tax filing threshold would be required to submit payment. In 
contrast, HR3050's repayment calculus is problematic for two reasons: first, it uses 
Census estimates of the national average post-graduate income to determine what 
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minimum and maximum payments should be. However, post-graduate incomes 
differ greatly from region to region, because of differences in the cost of living, and 
more importantly, because of differences in the economy. Second, and more 
Importantly, the minimum pay^ ?nt requirement in HR3050 would generate huge 
amounts of paperwork at IRS, as all borrowers — even those whose incomes fall 
under the normal tax filing threshold — would be required to submit minimum 
payments and documentation. This minimum payment requirement would 
unfairly burden low-income and unemployed students — precisely thos<i students 
whom ICLs usuaUy assist the most. Such a payment would be especially onerous 
during recessions, when few graduates are able to find steady work. 

The cross-subsidy within the IDEA program keeps It self-contained and 
inherently equitable. From an economic standpoint, it makes sense to charge high- 
income graduates slightly more and to subsidize the payments of low-income 
graduates: in this way, no one is required lo forfeit an unreasonable percentage of 
his or her income to student loan repayments. Philosophically, as well, it creates a 
situation wherein students are — through the cross-subsidy — helping each other lo 
succeed* 

Some of IDEA'S critics have expressed concern about skyrocketing costs. One 
concept which HR3050 includes, and HR2336 does not, and perhaps should include, 
is that of a national postsecondary education trust fund, an Idea most recently 
advocated by Arkansas Ck)vemor Bill Clinton. Such a trust fund provides an easily 
measurable Indicator of the success or failure of an Income-contingent loan 
program. If loan disbursements and subsidies exceed repayments, the fund runs a 
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deficit; if, as we anticipate, after a number of years, repayments begin to overtake 
disbursements and subsidies, the fund can be considered a success.! 

To be sure, setting up an education trust fund would require a great deal of 
financial support. The economist Robert Shapiro, in his excellent paper. Paying for 
Progress, estimates that cutting back on certain subsidies to high-income people 
"could release $15 to $20 billion or more to help young Americans prepare for the 
future/2 That number coincides with Deputy Secretary Kearns' worst-case 
assumption that IDEA loans could reach $20 billion annually .3 



Without any revenuc^mhandng measures, an educaHon tnist fund might require fewer than fifteen 
years to become self susulnlng. Catholic University economist John J. Murphy has esdmaied that if 
the federal government were to borrow $20 bUlion per year at 9 percent Interest, an education loan fund 
would be self-sufficient after only fourteen yean. 

assumed that 4 million students drew an average of $5,000 a year, that repaymeni 
began after four years, and that the students' average income in the fifth year was $20,000 and 
mcreased by 5 percent annually thereafter. With these figures as given, as repayment rate of 9 percent 
of gross income would pay off the obligation in twenty years. A repayment rate of 5 percent of gross 
Income would require thirty-five years lo saMsfy the obligation. 

'If, to etUblish the fund, the government borrowed, at 9-percent interest, the money needed lo 
support $20 billion in annual advances (i.e., using the assumptions on levels of participation and 
advances given above), the fund would become self-sustaining after fourteen years; if the jjovemment 
paid no interest on the money it advanced, the self-sustaining point would be reached after eleven 
years. (These figures assume a payback based on 9 percent of the beneficiary's gross income.) Multiply 
$20 billion by the eleven or fourteen years and you havie a cumuUtive total of grand proportions. Bui 
you also have a solution lo a ivanunoth national problem." WiSllam J. Byron, S.J., "Neither Grant Nor 
Loan. New Grornd for Federal Student Aid Policy" in Lawrence E. Gladieux, ed.. Radical Rtform or 
IncTimenUl Change: Student Uan Policy Alternatives for the Federal Ccvernment (Washington: The 
College Board, 19W) 30-31. ° 
2-The Trwsury could raise $5 biUlon a year by Uxing B$ percent of the benefits of retirees with joint 
ncomes of $32^ and above; however, we also would increase the income threshold, and so raise less 
Vanous medicare proposals could raise $2 to $8 billion; apping the sute-and-local-tax deduction at 9 
percent of a person's adjusted gmsa income would raise $6 bilUon. For discussion, see Congressional 
Budget Office, Reducing the Oeficit: Spending and Revenue Options, February 1990." Robert J. Shapiro, 
IfwHmte ^ Progressive Strategy for FiscxI Discipline (Washington: Progressive Policy 

^ nvilh the significant expansion of loan eligibility and loan limits included in the bill, annual 
borrowing could approach $20 billion." Testimony By David Kearns, Deputy Secretary for Education. 
^V^lH^t ^^'^ Committee on ijtbor And Human Resources, on the Financial Aid for All Students Act 
of 1991 Tuesday, October 29, 1991, 6. 
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We must remember who would be paying the interest on any increased 
government borrowing — we, the students. If IDEA were unable to pay for itself, 
requiring an Infusion of federal funds, we, the current and future taxpayers, would 
still be Ae ones paying for our education. However, we would not be making those 
payments during the particularly trying early postgraduate years, when many 
s;udents find it difficult to meet their Uving expenses because they are not earning 
enough to pay their loans and still put dinner on the table. For students, IDEA is 
virtually a win-win opportunity. 

Most important to me in this entire process is the philosophy embodied in 
the income-contingent loan: giving back to the community. Through income- 
contingent loans, society gives the gift of education and the student, financially and 
through his or her career and service to the community, repays that obligation. It is 
simple, fair, and effective. 

Mr. Chairman, I would be happy to respond to any questions you or any other 
member of the Committee might wish to ask me. 
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Ms. Leytok. Mr. Chairman and members of the committee, 
thank you for this opportunity to testify on H.R. 2336 and H.R. 
8050. My name is Stacey Leyton, and I'm vice president of the 
United States Student Association, representing more than 3.5 mil- 
lion postsecondarv students in 4-year public and private institu- 
tions, technical schools, and community colleges. 

As you know, USSA is a strong supporter of H.R. 3553, which 
would go a long way toward our shared goal of equal educational 
opportunity. We particularly applaud the inclusion of the Pell 
Grant entitlement, which we believe is a necessary prerequisite for 
making our loan programs work in the interest of students. 

Let me emphasize that USSA is a strong supporter of the concept 
of direct lending of student loans by institutions. My written testi- 
mony details the reasons for our position as well as our views on 
how a direct lending system should be executed. Let me also em- 

J>ha8ize that USSA sees the issue of direct lending as very separate 
rom H.R. 2836 and H.R. 3050's provisions for income-contingent 
loan repavment through the IRS. 

Basically, USSA appreciates the intent of Representatives Petri 
and Miller to help students and their families afford a postsecond- 
ary education and to lessen the impact of postgraduation debt bur- 
dens. However, USSA is concerned about some aspects of these two 
bills, including student loan collection through the IRS, 25-year re- 
payment periods, and the lack of an in-school interest subsidy. 

We thus have some thoughts on how income-sensitive loan repay- 
ment ao an option could be used in the interest of students. USSA 
agrees with Mr. Petri and Mr. Miller that income-sensitive loan re- 
payment IS an idea well worth considering. 

oe&^'i!? u ^® supportive of a number of provisions in H.R. 
d553 which would ease the loan burden from students, including 
pro\asions to provide graduated repayment schedules for Stafford 
Loan borrowers who request it, require that students be notified by 
both the seller and the purchaser when their loan is sold, and man- 
date that graduated or income-sensitive repayment schedules be of- 
fered to consolidation loan borrowers. 

H.R. 2336 and H.R. 3050 further extend these income contingent 
wan ideas. We have the following concerns regarding H.R. 2336. 
First, without significant increases in funding for the Pell Grant 
program, H.R. 2336 would exacerbate the loan grant imbalance 
particularly among dependent students who would see the amounts 
they could borrow nearly double. 

However, independent students currently eligible for Stafford 
and SLS Loans would see a dramatic decline in the loan amounts 
thev can borrow because the bill would eliminate the SLS program, 
and Stafford Loans would count against the total IDEA Loan 
limit? 

Second, under H.R. 2336, the interest rate on IDEA would float 
"P to 10 percent and have no in-school interest subsidy. This would 
make IDEA Loans much more onerous for needy students, even 
though they would have no origination fees and insurance premi- 
ums. In fact, Mr. Petri's own statistical analysis indicates that 
many students would see an increase in their total student loan in- 
debtedness after graduation if they chose IDEA Loans over Stafford 
Loans. 
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Students in long-term praams and graduate school would gen- 
erate particularly huge IDEA Loans. For example, a typical stu- 
dent who takes out an unsubsidized SLS Loan of $4,000 will, after 9 
years, have had to repay $8,362. You can imagine what that loan 
would look like under a 25-year repayment plan. Hence, if students 
must borrow to finance their postsecondary education, the loans 
they take out should only be Perkins and Stafford Loans, which 
have subsidized interest rates and an in-school interest subsidy. 

In order to correct the problem of negative amortization, that is 
when low payments mean that students keep paying off the inter- 
est but never touch the principal, H.R. 2336 proposes forgiving 
IDEA Loans after 25 years. The indisputable bottom line is that if 
you were on a 25-year loan repayment plan, you end up paying 
much more than if you were on a standard 10-year plan. Under 
such a prolonged repayment period, borrowers would still be 
paying off their loans while in their 40s and 50s and while many 
are trying to purchase homes and raise families. 

In any event, USSA believes that it must be a conscious choice 
for students to commit themselves to such a prolonged repayment 
period that means ultimately that they owe g huge amount to the 
Federal Government and end up repaying quite a lot of money. In 
addition, in order to avoid a Federal subsidy, H.R. 2336 requires 
one group of student borrowers to subsidize another group of stu- 
dent borrowers. This is an inappropriate and unfair way to subsi- 
dize low-income borrowers. 

Third, H.R. 2336 may complicate, not simplify, the student loan 
repayment process. We have the following concerns regarding IRS 
loan collection. Where are students supposed to turn for counseling 
and information on their student loan repayment options and prob- 
lems, the IRS? The current system is far from perfect, but at least 
students can work with their lender on deferment options. 

Will the IRS or the Department of Education provide counseling? 
What if a student is drawing a salary and having increased em 
ployer withholding for their student loan repayment but has genu- 
me hardships? How can students predict what their monthly loan 
payments will be? After graduation, a student's earnings are prob- 
ably the most unpredictable aspect of his or her life. 

Isn't IDEA a disincentive to working? If you never work and file 
taxes, you will never have to repay your loans? While USSA under- 
stands the economic conditions and structural barriers that make 
it difficult to find employment in this country, we fear that politi- 
cal and public support for a program with a perceived built-in dis- 
incentive to work would eventually be undermined. 

In terms of H.R. 3050, borrowers could choose among 15-, 20-, or 
25-year repayment options. The exact impact of these different op- 
tions for borrowers is not clear to us. In addition, under H.R. 3050, 
a minimum level of repayment is set so a borrower could not avoid 
repaying their loan even if they are unemployed. While this avoids 
the problem of a disincentive to work, it could impose real hard- 
ships for students, many of whom, in today's tough economic times, 
are finding it difficult to obtain steady and well-paying jobs. We do 
appreciate the fact that the Self-Reliance Scholarships would sup- 
plement and not replace current loan programs. 
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One last concern is that both these bills would provide quite an 
incentive for institutions to raise tuition. Schools could continue 
raising tuition, which would be matched dollar for dollar by in- 
creased loans for students. Pell Grants, however, would not in- 
crease dollar for dollar as tuitions rise. 

As an alternative to these proposals, USSA joins the American 
U)uncil on Education in proposing an optional income-contingent 
loan repayment plan for borrowers whose income is inadequate to 
service their debt for a period of years. We believe that these bor- 
rowers should have the option to petition the government to allow 
them to repay on an income-contingent basis during the period in 
which their salaries are inadequate to service their debt without 
peat hardship. Interest during this period that is not taken care of 
by the borrower s payments should be forgiven and not added to 
their total debt. 

For most borrowers, this period of lower payments would prob- 
ably be temporary. But for those who are still repaying their loans 
after a certain period of time, 25 years or so, should have their re- 
maining debt forgiven. We believe that this kind of income-contin- 
gent proposal IS feasible, necessary, and much more in the interest 
of students. Under these other proposals. USSA is concerned that 
students would simply fall into 25-year loan repayment plans with- 
out a conscious choice to do so and without an understanding of all 
of the consequences. 

Many students do not get all the necessary information when 
they first receive and/or start repaying their loans. For many, 
teking out a loan is the very first financial decision in their lives, 
students should not choose at the outset of receiving their loans a 
^5-year repayment period simply because they are anxious about 
their future income potential after college. In any event, an option- 
al postgraduation income-contingent repayment process would be 
the student s choice and not something into which he or she falls 
and later regrets. 

Lastly, USSA has some philosophical problems with the premises 
behind these two bills that propose to create new loan programs to 
address the very i-eal problems of declining access to higher educa- 
tion, skyrocketing college costs, and difficult student loan burdens. 
New loan programs will not sufficiently address the underlying 
reMon why students default on their student loans. 

Half of Stafford Loan defaulters are dropouts from postsecondary 
programs. We should not assume that all of these students choose 
not to pay back their loans; we should recognize that most of them 
simply cannot pay them back. 

o*^?*if ^^^^f concern about the increasing costs of 

*t"^1,o**?^*"'5^^'^® better loan collection 

through the IRS is not the answer. What is desperately needed is 
an increased commitment to retention programs and grant pro- 
grams including a Pell Grant entitlement. 

In conclusion, USSA urges this committee to carefully consider 
how any income-contingent loan program system would work and 
whether our shared goals of increased access, enhanced informa- 
tion, and loan repayment rates, and simplification of the student 
loan system would be achieved. 
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Thank you for this opportunity to share USSA's thoughts on this 
legislation. 

[The prepared statement of Stacey Leyton follows:] 
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Mr. Chairman and Members of the Committee, thank you for this opportunity to 
testify on H.R. 2336 CHlic Income-Dependent Education Assistance Act**) and H.R. 3050 
(The Self-Reliancc Scholarship Act"!' ind the possibilities of income-contingent 
repayment of federal student loans. My name is Stacey Leyton and I am Vice President 
of the United Slates Student Association (USSA), the largest and oldest national 
student organization, representing more than 3.5 million postsecondary students in 
four-year public and private institutions, technical schools and community colleges. 

As you already know, USSA is a strong supporter of H R. 3553 ('The Higher Education 
Act Amendments of 1991"), which would go a long way toward our shared goal of 
equal educational opportunity. We particularly applaud the inclusion of the CfiU 
Grant entitlement, which we twlicve is a necessary prerequisite for making higher 
education accessible to all. 

Basically, the USSA Pnard of Directors appreciates the intent of Representative Petri 
and Representative Miller to help students and their families afford a postsecondary 
education, and to lessen the impact of post-graduation debt burdens. However, USSA 
is concerned about some aspects of these two bills, including student loan collection 
through the Internal Revenue Service; 25- year repayment periods; and elimination of 
the in-school interest subsidy. We thus have some thoughts on how income-sensitive 
loan repayment as an option could be used in the interests of students. 

Let me emphasize that USSA is a strong supporter of the concept of the direct lending 
of student loans by institutions. While we have many concerns regarding how a direct 
lending system would be phased-in and executed, we are very supportive of the 
concept iTecause of the enormous savings and enhanced simplicity of such a system. 
This testimony will also detail these concerns. Let me finally emphasize that USSA 
sees the issue of direct lending as very separate from H.R. 2336 and H.R. 3050's 
provisions for income-contingent loan repayment through the IRS. 

Lastly, USSA recognizes that the student loan programs have enabled countless 
students to pursue a postsecondary education. However, our recommendations for 
the student loan programs and repayment options are accompanied by our strong 
belief that a Pell Grant entitUment is a necessarv prerequisite to making our loan 
programs work in the interests of students . 



INCOME-CONTINGENT LOAN REPAYMENT 
USSA agrees with Mr. Petri and Mr. Miller that income-sensitive loan repayment is an 
idea well worth considering. It is tnii that students are graduating with huge and 
often onerous loan burdens: in 1986, students graduated from public institutions with 
an average debt of $6,810 and from private schools with an average of $10,000 worth of 
debt. That is why we are supportive of a number of provisions in H.R. 3553 ("Higher 
Education Act Amendments of 1991"), which would ease the loan burden from 
students, including provisions to: 
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• Provide graduated repayment schedules for Stafford Loan borrowers who 
request it (Section 424 (a)|; 

• Requires that students be notified by both the seller and the purchaser when 
their loan is sold (Section 427 (i)l; 

• Mandate that graduated or income-sensitive repayment schedules be offered to 
consolidaaon loan borrowers [Section 430 (Ol 

H.R. 2336 and H.R. 3050 both involve income-contingent loan repayment through 
the Internal Revenue Service, and the direct lending of loans through institutions. 
Both create unsubsidized loans, and H.R. 2336 eliminates the SupplemenUI Loans 
for Students program (for independent students). Under H.R. 2336 but not under 
H.R. 3050, loans under the new program (i.e. IDEA) would count against Stafford 
Loan limits (and vice versa). In an attempt to make ihe loan repayment process 
more manageable for students and to decrease the number of student loan defaults, 
students would pay Uieir loans (under the two new programs) on an income- 
contingent basis through increased payroll-tax withholding. 

H.R. 2336, 'The Income-Dependent Educational AssisUncc Act" 
While USSA does support {he idea of income-sensitive meUiods of loan repayment, 
we would be concerned about H.R. 2336*s construction of income-dependent loan 
assistance for the following reasons. 



Undergraduate 

1st & 2nd Year Dependent Students^ 
Independent Students 



Current 

Stafford 



$2,625 
$2,625 



Annual Lmh IJmit< 
H.R. 2336 

(Stafford loans would 
count against annua^ 
aggregate IDEA loan Jts. 
&SLS would be eliminated.) 



$4,000 



$6,500 
$6,500 



Other Dependent Undergraduates^ $4,000 $8,000 
Independent Undergraduates $4,000 $4,000 $8,000 



G raduatc/Profcsslonal ^ ^ 



$7,500 $4,000 $11,000 



$3,975 
-$125 

$4,000 
0 

•$500 



1m 7? j^^yi*^?!^"*''*"^ for parents of dependent students would continue 'indcr H.R. 2336. 
Unyr H.R. 2336. medical and other high-cosr doctoral degree students woula be eligible for up 
to $22,300 of IDEA credit Snidents in extraordinarily high-cost graduate deerte Droirrams 
would be eligible for up to $30,000. / 6- b« k* 

(1) Without significant increases in funding for the Pell Grant program, KK. 2336 
could exacerbate the loan/grant imbalance, particularly among dependent students. 

H.R. 2336 would continue the Stafford Loan program, aeate an unsubsidized loan 
program (IDEA), and eliminated the Supplemental Loans for Students (SLS). 
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Currently, only independent students (and in rare circumstances, some dependent 
stutlents) are eligible for the unsubsidized SLS program. Under H.R. 2336, any loans 
received under Title IV of the Higher Education Act (as well as Title VU of the PubUc 
Health Service Act) muatbe counted against the annual and aggregate IDEA loan 
limits, and IDEA leans must be counted against the annual and aggregate loan limits 
of these other loan programs. 

The result is that for students not eUgible for SLS (i.e. dependent student), H.R. 2336 
practicaUy doubles the maximum loan limits! While USSA supports inflation- 
adjusted increases in the maximum loan limits - this is a little extreme!! The key to 
expanded access is NOT larger loan burdens, but significant increases in the grant 
programs, including a larger maximum Pell Grant (and to add some certainty - and 
fact, rather than fiction - to the Pell Grant program, it needs to be an entitlement!). 

However, independent (and olhe.) students currently eligible for Stafford and SLS 
loans would see a dramatic dedine in the loan amounts they can boitow (between $125 
and $1,300) - whidt USSA finds objectionable in light on skyrocketing coUege costs. 
How can we ask independent and graduate students - large numbers of whom are 
mostly older, have children and other dependents to support, and have no family to 
turn to for resources - to make do with less? 



(2) Under RR. 2336, the inleiest rate on IDEA would float (T-bUI plus 2 percentage 
points, not to exceed 10%) and have no inHK:hool interest subsidy; thU would make 
IDEA loans much more onefous for needy shidents* IDEA loans would also have no 
origination fees and Insurance premiums. USSA is not convinced that these factors 
•'cancel each other out."* In fact, Mr. Petri's own statistical analysis indicate that many 
studenta would see an in their total stud ent indphtedness after 

graduation if they chose IDEA loans over Stafford loans. Students in long-term 
programs and graduate school would generate particulariy huge IDEA loans. We 
believe that it is the responsibiUly nnd in the self-interest of the federal government to 
offer student loans with manageable terms and that will have the least impact possible 
on the Job and career choices of graduates. Hence if students muai borrow to finance 
their postsecondary education, the loans they take out should only be Perkins and 
Stafford Loans, which have subsidized interest rales and an in-school interest subsidy. 

We only have to look at the current SLS program to see the adverse affects of a loan 
program lacking an in-school interest subsidy. Looking at an actual Repayment 
Addendum and Disdosure Statement from a lender to a SLS borrower, a student from 
Uulslana, shows that after she makes repayments on her SLS loan of $4,000 oyer the 
next nine years, she wiU have had to repay $8,362. She wiU have to pay $8,362 for a 
$4,000 loan. It's crazy that poor people are expected to pay twice as much for their 
education! 

Now, H.R. 2336 attempts to address the problem under the current Income Contingent 
Loan program of students forever paying off their loans because of negative 
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amortization - that is, students whose low-payinr jobs result In their paying oU the 
interest but never touching the principal, and remaining indebted for life • by 
forgiving their IDEA loan after 25 years of repayment. 25 years is a long time to keep 
penahzing students, and is hardly a reward for taking out an ever-growing loan. The 
indisputable bottom line is that if you are on a 25-year loan repayment plan, you end 
up paying muth mm than if you were on the standard 10-year plan. Under such a 
prolonged repayment period, borrowers would still be paying off their loans while in 
their 40's and 50's, and when many are trying to purchase homes and raise families. In 
any event, USSA believes that it |nu4t be a conscious choice for students to commit 
Ihenwelves to such a prolonged repayment period that means ultimately that they owe 
a huge amount to the federal government and end up repaying quite a lot of money. 

In addition, in order to avoid a federal subsidy, H.R. 2336 requires one group of student 
borrowers to subsidize another group of student borrowers. Higher-income borrowers 
would pay at a higher interest rate than they do under the SLS program. IDEA'S 
interest rate would be T-bUI plus 2%, capped at 10%. However, if a student's post- 
graduation income was sufficiently high to repay the loan in 12 years or less, an "early 
repayment " penalty would be charged. At the same time borrowers with such low- 
paying employment that they do not file taxes would not have to make student loan 
payments. If a borrower is still paying after 25 years, the rest of her/his loan would be 
forgiven. 



(3) H.R. 2336 may complicate, not simplify, the student loan repayment process. 
While USSA strongly supports the idea of income-sensitive loan repayments as a 
more fair and manageable way for students to repay their loans, we have concerns 
about H.R. 2336's particular way of collecting income-dependent loan repayments. 

* Where ^re students supposed to turn to far counseliny an d information on thpir 
^m^\\\ loan repayment options and problems? The IRS? The current system is 
far from perfect, but at least students can work with their lender on deferment 
and forbearance options. Will the IRS or the Department of Education provide 
counseling? What if a student is drawing a salary and having inaeased 
employer withholding for their student loan repayment, but has genuine 
hardships? 

* HtfW can students PrtJ^t what their month ly loan payments will After 
graduation, a student's earnings are probably the most unpredictable aspect of 
his/her life! Won't employers have increased administrative expenses as 
participants in loan collections? WiU they and the IRS get administrative cost 
allowances? 

* Isn't IDEA a disincentivp to working? if you never work and file taxes, you will 
never have to repay your loans? While USSA understands the economic 
conditions and structural barriers that make it difficult to find employment in 
this country, we fear that political and public support for a program with a 
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perceived buill-in disincentive to work would evenlually be undermined. 



tlR. 3050, The S«ll-R«Uance Scholarship Act** 

Oui concerns about H.R. 3050 are very similar to those we have regarding H R. 2336. 
H R 3050 would allow students to borrow up to $10,000 with a maximum of $33,000. 
Borrowers could choose among 15, 20 or 25 year repayment opUons. The exact impart 
of these different options for borrowers is not clear to us. In addition, under H.R. 3050 
a minimum level of repayment is set so a borrower could not avoid repaying their 
loan even if they are unemployed. While this avoids the problem of a disincenHve to 
work, it could impose real hardships for students, many of whom • in today's tough 
economic times - are finding it difficult to obtain steady and well-paying jobs. We do 
appreciate the fact that the Self-Reliance Scholarships would supplement and not 
replace current loan programs. 

One last concern is that both these bills would provide quite an incentive for 
instihitions to raise tuition. Schools could continue raising hiition, which would be 
matched dollar-for-dolUr by inaeased loans for students (to a high level because both 
would, overaU, increase maximum loan limits). Pell Grants, however, would not 
inaease dollar-for-dollar as tuitions rise. 



Incomc^Tontingent Loan Repayment for Students with Economic Hardship 
USSA agrees with the proposal advanced by the American Council on Education on 
income-conangent loan repayment for borrowers whose Income is inadequate to 
service their debt for a period of years (i.e. those who debt service exceeds 10% of their 
income). This group includes shidents who choose a career in low-paying public 
interest fields, as well as those who did not persist in higher education and do not 
have sigTiJicantiy higher incomes. We Join ACE in believing that these borrowers 
should have the option to petition the government to allow them to repay on an 
income-contingent basis during the period in which their salaries are inadequate to 
service their debt without great hardship. Interest during this period that is not taken 
care of by the borrowers' payments should be forgiven and not added to their total 
debt For most borrowers, this perioi of lower payments would probably be temporary, 
but for those who are stiU repaying their loan after a certain period of time (25 years or 
so) should have their remaining debt forgiving. 

We believe that this kind of optional income-contingent loan repayment takes care of 
many of our concerns regarding most income-contingent proposals. Students would 
not lust automatically be put on the 25-year loan repayment track: since they would 
have to petition for such a payment plan, they would be fuUy cognizant of the 
implications of income-sensitive repayment (i.e. it could extend the number of years 
they would be paying off their loans). 

We believe that this kind of income-contingent proposal is both feasible, necessary, 
and much more in the interests of students. Under these other proposals, USSA is 
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concerned that students would simply fall into 25-year loan repayment plans without a 
conscious choice to do so and without an understanding of all the consequences 
Many students do not get all the necessary information when they first receive and/or 
start repaying their loans. For many, taking out a loan is the very first financial 
decision in their lives. Students should not choose at the outset of receiving their 
loans a 25-year repayment period simply because they are anxious about their future 
income potential after college. In any event, an optional post-graduation income- 
contingent repayment process would be the student's choice, and not something into 
which he or she falls and later regrets. 

Also, at this time, we are sHIl uncomfortable about the Internal Revenue Service 
playing any role in student loan collection. 

Lastly, USSA has some philosophical problems with the premises behind these two 
bills that proposes to create new loan programs to address the very real problems of 
declining access to higher education, skyrocketing college costs, and difficult student 
loan burdens. New loan programs will not sufflcienUy address the underlying reason 
why students default on Uieir sludent loans. We should not assume that all of these 
students choose not to pay back their loans; we should recognize that most of them 
simply can't pay Uiem back. While USSA shares the concern about the Increasing costs 
of Stafford Uan defaults, we believe that better loan collection through the Internal 
Revenue Service is not the answer. What is desperately needed Is an inaeased 
commitment to retention programs and grant programs. Including a Pell Grant 
entitlement. 

There are many reasons why students default, including ones for which it is unfair to 
assign blame to the student. Half of Stafford r^an d^fauh^rs » Te dropnuK fmm 
PffgtgWPd^rY Pfggram?^. These people are not likely to have the Job prospects or 
enhanced earning power that accompany a postsecondary degree or certificate and 
thus face difficulty repaying Uielr loans. Many student loan defaulten WANT to pay 
back their loans; they just CANNOT. Hence, we must strengtiien our Investment in 
the retention programs - Including the TRIO Programs for Students from 
Disadvantaged Backgrounds - Uiat enable students to stay In school. We must make 
Pell Grants an entitiement ... which would deaease tiie amount of low-Income 
students forced to Uke on huge loans to pay for their postsecondary education and 
Increase Uieir persistence rates. We must also ensure that students have aU tiie 
knowledge necessary to make good decisions and to be responsible and informed 
student loan borrowers - and H.R. 3553 would definitely help In Oils area. WlUioul 
these changes, better loan collection techniques through the IRS will not help Improve 
the number of students paying back Uieir loans. 

DIRECT LENDING 

The second .najor element of Uiese two bills are Uieir use of federal borrowing as Uie 
source of loan capital for student loans. At USSA's 44th Annual National Student 
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Congrcst held in August t991. students from all over the country voted to support the 
concept of the direct lending of student loans by institutions. We applaud the 
inclusion of direct lending in H.R. 3553 for the following reasons: 

• Simpliflcation of th# loan application , delivery, updatiny. and repayment 
procesaea ... an d reduction of loan defaults. The current GSL structure of 
more than 13,000 lenders, over 50 guarantee agendes, and many secondary 
markets results in an overwhelming system of multiple application forms/ 
fees, paperwork and massive confusion for too many students. By contrast, 
the Perkins Loan program is far easier for students to understand and use. 
USSA t>eUeves that many defaults are the result of the complexity and 
confusion of this system that leaves too many students with too little 
information and no sense of who to go to for answers. 

• Increased efficiency . Because of the compliated ruture of the system, 
students experience numerous delays in getting their loans, causing much 
hardship: students arc penalized for paying their tuition bills late or are 
dropped from their classes, and have dUfficulty paying their child care costs or 
putting food on the table. Under a direct loan program - like the Perkins Loan 
program - a school could process and deliver a loan along with a student's 
regular financial aid appliation. In addition to reducing paperwork, the 
school would have direct control over the timing and distribution of loan 
funds. Hence, students would receive their loans mfiC£ promptly. 

• Thp possible P»m<narinn of origination fees and insurance premiums. 

• The possibility cf substantial savings (a reduced need to pay the special 
allowance rate) that could be channeled into inaeased grant aid. Estimates of 
savings range from $600 milli >n to $1.4 billion. 

• Atiinmarir loan consolidation. 

• Reduction in defaults/ better counseling . If schools originate the loans along 
with the regular financial aid application, students would get more and 
immediate information on how and when to repay their loans, and 
deferment and consolidation options. In addition, a Harvard study found 
that a direct loan program would reduce or simplify 44% of its administrative 
functions associated with the current Stafford Loan program. A decrease in 
the administrative complexity for institutions would mean that schools could 
devote more of their energies on reducing defaults through better counseling 
of student loan borrowers. 

However, USSA hopes that the following questions will be satisfactorily answered as 
the full House discusses and considers direct lending: 
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• Will there be Adfi^ualfi-fiflJzM so that the loan program will remain an 
Tloan?^^"' ""^^^ ^^^^^ ^^^"^ " ^^^^^^^ program can get 

• Will there be a ph^^in Period so that there is opportunity to assess and 
address problems in the system? 

• How do we prevent institutions from "isdJicm" students they consider risky 
borrowers? Since msututions are being held responsible for high default rales 
(I.e. high default schools are being cut off from participation in student loan 
progranw) wi 1 they deny loans to students whom they think are likely to drop 
out and default? Will this end up denying first-generation college students, 
ana students from low-income and ethnic minority backgrounds access to 
loans and a postsecondary education? 

• If financial aid offices at direct lending institutions take on new overhead costs 
and thus require additional funding, wiJl Uiere be new costs oa^^ nn tn 
iUidfinlS? Would direct lending really eliminate the need foVwiVinali^ fees 
and insurance premiums? If Uiere are UYingi from restructuring the loan 
program, will they go to student aid programs? Or will all savings be lost to 
new administrative costs for the Department of Education and institutions? 

• nontrffditonal >tM^jf nte - older students, part-time students, and evenine 
students - receive adequate ser^^ces regarding loans if financial offices are only 
open during the day? ^ 

USSA looks forward to further discussing Uiese issues as you consider direct lendins 
proposals, and stands ready to be of assistance. We think that the direct lending could 
be a powerful way to ensure that student loans work in students' interests. 

In conclusion, USSA urges this Committee to carefully consider how any income- 
contingent loan program, and/or direct lending system would work and wheUier our 
shared goals of increased access, enhanced information and loan repayment rates, and 
simpbfication of Uie student loan system would be achieved. Thank you for this 
opportunity to share USSA's thoughts on \his legislation. ^ 
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Mr, Hauptman. Thank you, Mr. Chairman. There's a chart in 
the back of mv testimony which compares the features of the 
number of the mfTerent loan proposals, and that might be helpful if 
you wanted to keep track of that. 

My testimony indicates that at least four distinct issues are 
raised in the current set of loan proposals. First is a question of 
direct lending, whether it would be more efficient to use the gov- 
ernment as a source of loan capital rather than the private sector, 
as in the current GSL programs. 

Second is whether the Federal Government should continue to 
pay the in-school interest for borrowers while they remain in 
school. 

Third is whether the amount of loan repaid should be geared to 
the income of the borrowers once they are in repajrment, so-called 
income-contingent repayments. 

Fourth is whether the IRS should be responsible for loan collec- 
tion. 

As today's testimonies, I think, demonstrate, those issues tend to 
get mixed up. You can start a discussion with direct lending, and 
then you're into income contingent, and then weVe talking about 
IRS collection. People say I'm for this or I'm against that. It would 
be very helpful as the debate evolves for people to try to be careful 
and say which is it that they're talking about, which do they want. 

You can have a direct loan program with or without the in- 
school interest subsidy. You can have a direct loan program with 
or without income^ontingent repayments. Ck)nversely, you could 
have an income-contingent repayment system imposed or layered 
on to the current GSL program with no direct loans. So, as you go 
through it, I think that would be helpful for all concerned. 

Today I wanted to talk briefly about direct lending and then turn 
my attention to what might be done in the repayment period to 
help reduce defaults. The current situation of the Stafford Loan 
Program speaks volumes about the inappropriateness of the cur- 
rent financing arrangement in the Stafford Loan Program. The 91- 
day Treasury bill rate is currently below 4 percent. 

Since the rate returned to lenders in the Stafford program is 
paid at the T-bill rate plus 3.25 percentage points, that rate of 
return would be roughly 7.25 or less at the current time. But the 
rate charged to borrowers and the rate that the government pays 
lenders during the in-school period is set by statute at 8 percent; 
thus, banks, Sallie Mae and other holders of student loans ar3 cur- 
rently receiving in excess of the statutory rate of T-bill plus 3.25. 

As a result of this loophole, Sallie Mae's profits and its price, I 
expect, will go up quite a bit. Banks and other holders of student 
loans will also find their proflts increased during this time. At a 
minimum, I hope the committee, during reauthorization, will con- 
sider closing this loophole so the government would only have to 
pay the lesser of T-bill plus 3.25 or a percent, rather than the 
greater of the two, which is what happens now. 

This current situation also suggests the possible desirability to 
shift to a variable interest rate in Stafford just as what was done in 
the last reauthorization for the PLUS and SLS programs. It's 
worth knowing that borrowers in the SLS program who do not 
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have financial need now pay a lower interest rate than Stafford 
borrowers who are determined by financial need. 

This current excess in payment to lenders also points out the po- 
tential cost savings of direct loans. Rather than have the govern- 
ment pay out T-bill plus 3.25, direct loans achieve savings by 
having the government pay, in effect, the T-bill rate. That's how it 
18 at current T-bill rates where they are low. When T-bill rates get 
rnfcv'^^K T Pe'-cent. then there's no saving on the in-school 
interest subsidy The saving occurs in the fact that you eliminate 
the special allowance. 

So, now, savings of direct loans would be reducing the amount of 
money the government pays the banks during the in-school period, 
in the higher T-bill rate situation, the savings would be under the 
special allowance, elimination of special allowance. 

f lot of people who oppose the direct loan concept, argue 

that additional administrative costs would outweigh these savings. 
I find that statement difficult to believe and largely unsubstantiat- 
ed. You could have administrative costs of twice or three times the 
level of current program and you'd still have substantial savings in 
the program. " 

o.??/ testimony also points out why I believe the administration's 
arguments against direct loans are largely specious. For example, 
the administration opposes direct loans because it will require the 
Jederal Government to borrow to provide the loan capital. But in 
the current Stafford program, the government, since it is already 

^i^^^^l"^ a year to pay for annual in- 

terest in default costs. At least under direct loans, most of what is 
borrowed will be repaid, unlike the current program which, what- 
repaid borrows to make those payments, is never 

«.SltJ^f".°*" 'i"® } ^'■S"® fo*" an adequately-funded and 

representative direct lending option that allows for a demonstra- 
tion of whether direct loans will save taxpayer dollars over the 
next & years. The GSL program should not be totally cashed out in 
iI«f,iS^"°^.°^*'*"®,*".** ^eP'aced with an untried idea, but neither 
should we stick exclusively with a current model when there is an- 
other approach that could potentially save Federal taxpayers bil- 
lions of dollars with no decrease in access. ^P-j'cra on 
I also would comment that it is necessary, I think, to have a good 
demonstration to try several different administrative procedurls in 
XthwwW,?^"^ ^ mean, we might all a^ree that the concept is 
dJ^n^Jli;, 5 ^^""^ ^.^^^ out a couple different administra- 
ii^fK^S^ ' T * "^a'^e the same mistake as we did 
2o P'^ogram that the Reagan Administration proposed 

w?n^vpi J^^r* one model that was in effect, and, tWdbre, 
we never got to test anything. 

of reducing default costs, we have to look more at the 
terms and conditions that borrowers face and the system repay- 
X,ut t£2 m*" origination which is what direct loans is all 
fi'Ki^fuP!°'*'®"?j' ^*th most of the proposals currently on 
the table that would revamp repayment is that they start with the 
assumption that the system should be self-financing 

ihe practical fact is that to achieve self-sufficiency, it's necessary 
to do one or several fairly unpleasant things: first, remove the in- 
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l^^^^tS J^'^'^ff' ««^0"^Nrequire that borrowers with high 
Sr^SSc ^I iP^**"***"^ii*'^«>**>^ less fortunate coUeagu^, 

SdS to tttr^^'= r^^°L**^ir^' r^">e that unpaid intirSl i^ 
aaaed to the principal owed by low- mcome borrowers whoap 
incomeKJontingent repayments are not suffiS to plyThrinterS 
Sfliif ^ T °" "''^^"^ ^'''•<ls. if you owed $800 of 

Srfn !ff 5*r** y?"*" >nco|neK:ontingent payment is only $600, that 

Uon OnT^'m ^r"^? ^ of negative amortS 

tion. On the matter of in-school interest, I pointed out in mv testi- 
mony that none of the other proposed chang^ ar^l kely to ^ve 
fX^?'^ f»l^™oney that vJSuld be saved there were no 
dfZu S;'^T^ '"f^"^* subsidies. As a result, the proposals tha? 
do call for deferral on accrual of interest during thrin-school 
period, such as Petri or Miller/Bradley, do achievi much Sr 
levels ofcost savings than the proposals that do not ^ 

of cross subsidy, I believe it would be far preferable for 
the Federal Government to subsidize those stuK who 3 helj 
Qu «^fU'P^^"'7* ^ '^"""^ subsidiXn Tto re^ 
^ wffh S^^iT^'"' ^ o;?u«" income-contingent basis. 
...i; fV? a" deference, Mr. Chairman, I think it's going to be diffi- 
cult to make the case that Miller/ Bradley, for exImDle is a load 
P'-ogJiam, for middle class students if you'rVgoir to ask t6^ 

tZn whifthel"^'"''' -^^ V«P^y on r^eiMoans mo e 
than what they borrowed in interest and principal. 

neoSie who InTi? """^h more to see is a case where the 
Se to do T.^f^ repayments on a regular amortized basis con- 
oavmpnt on T ^""T i^'^T^ contingency and graduated re- 

tE who^ Ihfi s'^dents who really neeS the Lip; that is. 
cS « rffi S ^"''!!^^ ^"^0"« whose debt ^rvice ex- 
w^H ? Portwn of their income to repay. I think it 

K'lollreftoTen.'^"'"''''"''^^^^ f '^-"^ ^0"'d 

diffe^^nt'omS JL"/ testimony behind page 6 which shows the 
zontef HnP^I k'^k®^*!^ ^ "^"^ 8"^i<*y- There's a hori- 
Thc«e DT«n« ?h« Vr^''^ ^u^'^^'ly amortized payments. 

sendllFv fhp «fi^?r ^i"^' t*^ose Wizontel lines, that's es- 

fn?omX?s f^^'^ ^^^f^ s"^idy- Th^ higher 

Loina kI 'r.!^ t^'T "^'^^ '"^0"«« '•oughly alive $35,000 are 
E Th^nS.T"^ ^""^ "O'"^ *tan what they owe on a regular 
Lr th^a^Te'r'eTrvrnf toT^^^^ ''''''' essentially^ 

s^, o"Lrp"a1iU trlSoStVd^^^^^ 
palvou owe, that's enough. That's one way of d<ing it ^ 
My own pers9nal preference would be for a flexible reDavmpnf 

peiiuon tor relief while all other borrowers continue to reoav as 
they do now, on an amortized basis. One way of doine that S 
out in the Association's statement for toda/sLari^^ ' ^^'^ 
FowK P?.*"* IV^^ >"co"e contingency is not for evervbodv 

ronL\, « ' • *® "either desirable nor necessary to make them 
IlVu iPcome-contingent basis. Such a repayment scheduS 
should be confined to those Wowere who need tEslstence 
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I also want to emphasize the importance of allowing flexible re- 
payment for students who are already in the system, as well as 
providmg it for whatever new loans may be made. If flexible repay- 
ment or pny other income-contingent scheme is restricted only to 
new borrowers, all current borrowers are condemned to not having 
any alternative means of repayment if their income is less than 
their debt. 

The more than $50 billion ot loans currently in repajrment will 
spm out at an annual default cost of $3 billion or so per year for 
the next 5 or 10 years if no repayment options are offered to bor- 
rowers already m the pipeline. I think the Petri bill is the best on 
this regard because they allow current GSL borrowers to come into 
the new system. So, any proposal that does that I would myself 
support. ^ 

In terms of negative amortization, Simon, Miller/Bradley, and 
Petri all would require that interest be added to principal when 
mcoraie^ontingency payments exceed a borrower's interest obliga- 
tion. The committee bill, by contrast, does not require negative am- 
ortization. For that reason, i would favor it, at least for that oro- 
posal. *^ 

Finally, on the matter of IRS involvement, I want to point out 
that involving the IRS in student loan collection does not reduce 
defaults to zero. If a student does not have enough income to repay 
their student loans, having the IRS on their case is not going to 
resolve the issue any differently. The IRS cannot affect the repay- 
ment of borrowers who are unable to pay rather than those who 
are unwilling to pay. 

Through the rough sense of the magnitudes involved here, rough- 
ly one-third of the loans that default now are repaid under the ar- 
rangement by which State guarantee agencies collect on those 
loans after default has occurred. When you take out the 30 percent 
that the agencies retain, that brings it down to about 25 percent^ 
of the loans that default, about 25 percent of them, net, are repaid 
over some period of time. 

There was recently, as part of the Unemployment Insurance 
Compensation Bill, a provision for wage garnishment. The Depart- 
ment of Education apparently assumes that wage garnishment 
would increase this collection to roughly 50 percent or possibly a 
little bit more. It would be my guess that IRS collection might raise 
this collection figure to maybe 70 or 80 percent, but that still 
leaves 20 to 30 percent of defaults uncollected. In short, the IRS 
collection reduces the default problem but does not make it go 
away. " 

I just want to add one thing which is I've heard a number of 
folks at different times state that tuitions would be fueled by 
these— an increase in tuitions would occur as a result of these pro- 
visions. 

I don't see anything in the bills that either leads to higher tui- 
tions or lower tuitions than what we have today in the current stu- 
dent aid system. I've talked about that to this committee before 
and would be glad to answer questions about it. But I'm reluctant 
to have the argument made that this is going to lead to runaway 
tuition increases in the future. 
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Thank you, Mr. Chairman. I'd be glad to answer questions at any 
time. 

[The prepared statement of Arthur Hauj^tman follows:] 
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Mr Chairman and Members of the SubcoromlUee: 

I appreciate ihe opponuniiy lo lesUfy before you loday on several of ihe 
proposals currenily before ihe Congress which would email reforms in the 
federal siuden* loan programs. Specifically you have asked me lo review the 
strengths and weaknesses of H.R. 2336 and H.R. 30S0. To place these bills in 
context. however» I will also refer to current law and to other proposals that 
are before the Congress, including the House Committee bill itself (H.R. 3553). 

I want to begin by urging you to recognize that the various pieces of 
legislation which Congress is now considering contain at least four provisions 
that would substantially modify the current system of student loans, including: 
0 Direct Lending by Institutions; 
0 Elimination of the In-School Interest Subsidy: 
0 Income Contingent Repayment Schedules; and 
0 Loan Collection by the Internal Revenue Service. 
Each of these four issues deals with very different aspects of the 
current loan system. Direct lending is a question of the source of capital for 
student loans. The provision of the In'School interest subsidy involves who 
should receive government benefits. Income contingency is a repayment 
issue. IRS involvement raises the question of program administration. 

Each of these issues is conlrovrrsial in its own right and deserves 
serious conversation. The public policy debate, in my view, is not enhanced 
when these issues are all lumped together and debated collectively. Each 
should be dcail with separately, argued on its own merits. To this end. I have 
included at the e'ld of this testimony a chart which compares the various 
provisions of these bills in an effort to highlight both their similarities and 
differences at least with respect to these four issues. 

Direct Lending. The notion behind the various direct student loan 
proposals is a simple one: that it would be cheaper for the federal government 
10 Finance student loans by borrowing at the Treasury bill rate than to rely on 
the current program in which banks and other private sources of capital arc 
paid 3.25 percentage points above the prevailing Treasury bill rate to make the 
loans. In addition, a direct loan arrangement could ease program 
administration by enabling educational institutions to package all aid at :he 
campus level rather than send students to banks for tiicir loans. 
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Curiously enough, the debate over direct loans first gathered steam over 
a year ago when newspaper accounts indicated that the Bush administration 
was considering a proposal to replace the existing bank-based program with 
direct loans. Since then, however, the Administration has apparently decided 
that it would rather stick with the existing student loan program and its $5 
billion a year price tag than try something new. 

Not surprisingly, banks and others that profit from the program are 
now lauding the Administration against those in Congress who want to try a 
direct loan approach. They have generated analyses which assert there are 
many hidden costs to direct loans and have produced reams of rhetoric 
explaining why it would be better to stay with the existing program than to 
take a chance on the unknown. 

Ironically, ifier years of claiming that they only make student loans out 
of a sense of social obligation, the banks are now saying they would like to 
continue making student loans because it is one of their few remaining 
profitable lines of business. A recent study released by the Department of 
Education bears this out: it indicates that student loan profit margins are 
higher than for many other types of bank investments, including car loans, 
home mortgages, and Treasury securities. 

What has been surprising is that administration officials in the 
Department of Education and at OMB are mouthing the same concerns as the 
banks. In response to this Subcommittee's request for the Administration's 
view on direct loans. Education Secretary Lamar Alexander first gave 
lukewarm support for the concept of direct lending but expressed concerns 
about the particulars of the proposal that is being debated. More recently, the 
Secretary has said that the President would likely veto a bill that contained 
direct lending provisions. 

The Administration has three basic objections. First, it says that the 
federal government should not be borrowing money to make direct loans, 
thereby increasing ihe debt and the deficit and possibly creating another S & 
L-typc bailout in student loans. Second, it is reluctant to create a program that 
would obligate the federal government to bear all the risk of default, unlike 
the current program where it claims some risk sharing now exists. Finally, 
the Administration opposes direct loans because it says that its own 
Department of Education is not competent to run such a large undertaking. 
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The Administration*! three blind mice of no more federal borrowing, no 
risk sharing, and no competence deserve to be put to sleep. On the matter of 
federal borrowing, Administration officials for some reason are choosing to 
ignore the fact that under the new credit reform rules which they advocated 
and which were adopted as paa of the 1990 budget agreement, direct loans 
were placed on an equal footing with guaranteed loans under federal budget 
accounting procedures precisely as a way to make federal loan programs more 
efficient. The Administration's opposition to direct student loans also ignores 
the fact that since the federal budget is in deficit, the federal government 
borrows more than $5 billion a year for interest and default payments in the 
current program which it never will get back. At least under direct loans, 
much of whatever the government borrows will be repaid. 

Despite 0MB asseaions to the contrary, there is no real risk sharing in 
the current program. As long as lenders follow "due diligence" rules, they are 
assured of receiving 100 percent of whatever default claims they submit to the 
siaic-dcsignaied agencies that initially guarantee the loans. Borrowers are 
charged fees to cover whatever the federal government does not reimburse 
ihe state agencies. Moreover, last year when the the biggest such agency, the 
Higher Education Assistance Foundation (HEAF) failed, the federal government 
picked up the pieces by fully guaranteeing the remainder of HEAF's bad loans. 

The fact is that risk sharing in both Stafford Loans and direct loans 
could be easily achieved by having participating lenders and colleges eat a 
portion the costs of defaults over a certain level, and by not allowing them to 
shift these costs to borrowers. The Administration surely would do better by 
considering reasonable alternatives instead of its apparent current policy of 
simply rejecting out uf hand anything to do with direct lending. 

The question of the competence of the Department of Education to 
administer a program of this size is a valid one, especially if direct loans were 
run as a highly centralized program. But a direct loan program could and 
should be highly decentralized, with many of the administrative 
responsibilities farmed out to the state agencies or other nonprofit groups at a 
fraction of the cost of what the government currently pays the banks. 

What is needed in this debate now is less rhetoric and more 
thoughtfulness about how a direct loan program might actually work. The 
critics of direct loans are right when they say that it is neither feasible nor 
desirable at this time to cash out the existing program and to replace it with an 
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untried idea where few of the details have bc«n worked out. But it makes even 
less sense to say that since this idea of potentially great benefit is untested, we 
should blindly stick with the inefficient and very costly model we now have. 

Ihe more reasonable alternative would be to establish a substantial 
direct lending option now of at least several billion dollars a year. Then over a 
period of several years, direct lending could be responsibly evaluated and 
compared to the existing program. By the time of the next reauthorization in 
1997 and probably even sooner, we woulci then have a much better sense 
whether direct loans is the right answer for the future or not. 

It is also critical that the direct lending option be set up to allow for 
adequate evaluation and testing. In this context, care should be taken to avoid 
many of the pitfalls that befell the Income Contingent Loan program that was 
included in the 1986 reauthorization. The ICL pilot was flawed in several 
fundamental ways that doomed its effectiveness from the first. Participating 
insiliuiions were allowed jinic or no flexibility in designing how they would 
provide the loans. The ICL loan terms were distinctly less favorable to students 
than the regular GSL program and the percentage of income that borrowers 
were required to repay in many cases would disqualify the borrower from 
being eligible for a mongage. Not surprisingly, the vast majority of students 
chose GSL over ICL. In addition, the ICL pilot was inadequately funded, with 
only 10 schools participaiing. certainly not enough to give a true perspective 
of the merits of the approach. In shod, the ICL was not designed to allow for 
an adequate evaluation, a major shortcoming for a program billed as a pilot. 

A direct lending option in this reauthorization should consciously avoid 
the mistakes made with ICL. The option should be large enough to allow for 
adequate testing of different approaches. Institutions which panicipate 
should be allowed sufficient latitude in trying different kinds of direct lending 
approaches. The terms and conditions to student borrowers should be the same 
as in the GSL program to provide a level playing field. One possibility would be 
to test direct lending in several designated states, and to allow state agencies to 
act as direct lenders for students H nonparticipating institutions. 

You should also note that none of the alternatives now being discussed 
by the Congress are as radical as the suggestions made by Bob Reischauer or 
Barry Bluestone. Their proposals would involve using the Social Security Trust 
Fund as a future source of student loan capital and the payroll tax system as the 
means of repayment. Personally, I find the notion of using the Social Security 
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sysicm as a source of capiial quUc appcaiing, although I would advocaie 
lending the funds to the institutions rather than directly to the students. I 
would also noie thai the Rcischauer/Bluestone approach would be 
substantially less amenable to au experimental pilot program ihan the direct 
loan approaches presently under consideration in the Congress. 

Elimination of (he In-School interest Subsidy. The largest long term 
subsidy in the current GSL program, it may surprise you, is not defaults. 
Instead, it is the inieresi the federal government pays on behalf of borrowers 
while they are in school and for a grace period thereafter. In-school interest 
cosis comprise well over half of the total long icrm federal costs of loans, when 
costs are measured over the life of the loan and discounted to reflect their 
present value as called for under credit reform rules. 

The House Commiiiee bill would preserve this subsidy, but each of the 
other proposals discussed here would eliminate it. In place of the federal 
payment of iniercsi, the other proposals would allow students to defer their 
interest obligations while in school and to add this interest to the principal 
amount borrowed. 

The potential for federal cost savings are a major reason for eliminating 
the in-school interest subsidy. All of the other provisions combined in the 
various proposals now before Congress - including direct lending, income 
contingent repayment, and IRS collection - do not generate as much federal 
cost saving as the elimination of the in-school interest subsidy. The o'her 
principal argument for eliminating the in-school interest subsidy is that it 
may be more appropriate lo provide subsidies in this program based on the 
income of the borrower during repayment than to subsidize borrowers on the 
basis of their parents* or ilicir own income before they borrow. I find this a 
very compelling argument, but it only works if income contingent repayment 
options are provided and if some range of low income borrowers are subsidized 
during repayment. 

The principal argument for retaining the in-school interest subsidy is 
that its elimination will greatly add to the loan burden of borrowers. The 
individual who borrows $10,000 while an undergraduate could easily end up 
owing $15,000 due to the accrual of interest while in schooL The medical 
student with $100,000 initially borrowed ends up with $150,000 or more in 
principal and interest owed. Rather than correcting the "loan/grant 
imbalance", the elimination of the in-school interest subsidy would add to it. 
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Ulliniiicly. the questioD of whether to rttiln the in-$chool interest 
subsidy should boil down to the relative merits of different subsidies. The 
attention that is being paid now to various student loan proposals hu had the 
ancillary positive effect of highlighting the fact that the federal payment of 
in-school interest is of substantial value to the borrower. For many middle 
class students, their exemption from paying in-school interest far exceeds the 
value of their becoming eligible for Pell Grants. My advice is that Members 
should think hard about the relative merits of grants and in«school interest 
subsidies rather than viewing them as entirely different forms of assistance. 

Income Contingent Repayment. The concept of income contingent 
repayments for student loans has been around for a long lime, stretching back 
at least to an article written by Milton Friedman in 1945. The basic notion is 
thai it makes more sense for student loan borrowers to repay on the basis of 
their Income one; they complete their education than to charge them a fixed 
amortized amount that often bears little resemblance to their ability to repay. 

In the context of the current debate, several key questions should be 
raised with regard to income contingent repayments. One is the formula for 
determining the level of repayments. The second is whether all borrowers 
should be subject to income contingency, or should it be restricted to those 
borrowers who cannot meet their repayment obligations. And third is what 
happens to those borrowers whose income contingent repayments are 
insufficient even to repay the interest on their loan obligations. 

Income contingent repayment can be tied to a number of factors, 
including: the interest rate charged, length of repayment, and the percentage 
of income that is devoted to student loan repayment. Most income contingent 
proposals in the past have called for a fixed percentage of income per $1000 
borrowed. The Miller/Bradley bill would require that borrowers pay 5 percent 
of their income regardless of the amount borrowed, but it also would limit 
repayments so that borrowers would pay no less than 66 percent and no more 
than 150 percent of what is owed based on the average gross incomes of 
individuals with college educations. The Petri and Simon bills put a different 
twist on the typical approach by varying a number of factors according to the 
borrower's income including: the percentage of Income paid in a progressive 
fashion, the interest rate charged, and the length of repayment. The graph on 
the following page of this testimony indicates how repayment of $10,000 in 
loans under these plans would differ for borrowers at different income levels 
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PRESENT VALUE OF REPAYMENTS ON $10,000 LOAN UNDER ALTERNATIVE LOAN PROPOSALS 
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Each of ihe income conlingeni proposili currenily before the Congreis 
coniempliies thii ill new nudeni lotn borrowers wilt repiy on ihe bisis of 
Iheir incomes once ihey griduile or complete iheir educilion. The 
requirement thil ill borrowers repay on tn income conlingeni bisis slems 
from Ihe nolion ihil higher income borrowers ire needed in Ihe pool of 
repayers lo help piy ihe cosis of tower income borrowers whose repiymenis 
based on iheir income are nol sufricieni lo meel their sludeni loan obligations. 

Economists use Ihe term "cross subsidy" lo describe when higher 
income borrowers help pay off the obligations of Jjwer income borrowers. 
The advantage of using cross subsidies is that income contingency can then be 
self financing as wealthier borrowers mike up for what lower income 
borrowers cannot pay. This self financing feature is the principal reason 
why each of the current proposals except the Committee bill and the Simon bill 
would require ill borrowers to repay on an income contingent basis. In the 
graph on the preceding page, the degree to which higher income borrowers 
in the Petri and Miller bills would pay more than they borrowed (as indicated 
by Ihe Hat portion of the Simon bill) is the cross subsidy i.i these bills. 

The disadvaniai;e of using cross subsidies to Hnance student loans is that 
individuals who expect that their incomes will be high-r tend to resist 
panicipating in a program in which they will be asked to repay more than 
what they owe with interest. This process of higher income borrowers opting 
out of income contingent plans is referred to as "adverse selection". It is 
difficult if not impossible to design a cross subsidized program in which 
adverse selection would not occur. If policymakers want to avoid adverse 
selection, however, alternatives to cross subsidy must be identified to finance 
Ihe unmet obligations of low income borrowers. 

The best way lo avoid adverse selection is nol lo. require higher income 
borrowers lo repay more than Ihey owe. The Simon bill would do this by 
ending repayments once borrowers have repaid all they owe in principal and 
imeresi. Another simpler method for avoiding cross subsidies ind idverse 
selection is to illow those borrowers for whom student loin repiymenis ire 
nol I problem lo continue to pay on a traditional, amortized (equa* payment) 
basis. The Committee bill would allow this to happen by permitting income 
contingency at the borrower*! option. Borrowers who are nol having trouble 
with their repayments would continue lo repay as they do now. Only those in 
trouble would .vail themselves of graduated or income contingent schedules. 
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This Dotion of leaving income coniiDgent repiyment it the option of 
the bonower is also what is contemplated in the flexible repayment proposal 
put forth by the higher education associations and endorsed, I might add. by 
the Consumer Bankers Association. I would commend the Committee's 
attention to the income contingent approach that would occur under flexible 
repayment in that it would minimize administrative difflculties by limiting the 
program to those who need it. The bulk of borrowers would be able to continue 
repaying as they do now. What flexible repayment would do is allow students 
whose debts exceed their income (a good proxy measure for which borrowers 
are having difnculty) to petition for assistance in the form of extended, 
graduated, or income contingent terms. 

The current loan consolidation provisions are a form of flexible 
repayment at least for the borrowers who qualify (those with debts in excess 
of $7,500). Lender forebearance is another form of existing flexible 
repayment in that borrowers in difficulty are excused from repayment for up 
to a year. But the problem with both the current consolidation and 
forebearance provisions is that they ost the federal government money as 
special allowance and other payments are larger and continue for a longer 
period of time than would be the case under a normal repayment schedule. 

A key for making a flexible repayment system work in a cost effective 
way is to get the loans out of the hands of the banks and into the hands of 
nonprofit organizations which will not require a special allowance in order to 
maintain the loan. One obvious candidate for this job is the guaranty agencies. 
They in effect do this already when they pay off the bank for a default and 
then seek collection from the borrower. The only difference is now we call 
these borrowers defaulters, while in the case of flexible repayment, they 
would continue in active repayment at reduced levels for more years. 

The other key for a successful flexible repayment program is to do it on 
an exception basis by placing responsibility on the borrower to petition for 
relief. Flexible repayment is not for everyone, and the way to keep it 
manageable is to limit its benefits to students who are willing to apply for it. 
For the bulk of borrowers who are not having difficulty making their 
repayments, they would continue to repay as they do now. Income tax fomis 
would not be necessary for them. 

This leaves the question of what to do with borrowers whose income- 
based repayments are not sufficient even to meet the interest on what they 
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owe. Several opiiOM exiii in ihii leg.nl. One it noi to reduce the obli|tliont 
of lower income borrowen. but to mike them p.y over • longer period of time, 
by adding the unpiid interest to whit ihey ilreidy owe. When inteieit ii 
■dded to principil during repiyment. 'negitive imonizition' occun. 
relJecting the fict the borrower-i obligition grows over time nlher thin 
being reduced » would hippen in the cue of i oormal repiyment. 

In order to be self finincing. each of the proposals other the Committee 
bill would require negative amortiution on the loans of some borrower,. This 
is the feature of the proposals that I find most objectionable. If borrowers 
cannot Hnd work sufHcient to pay off their student loan obligations, or more 
.mponamly. if they choose to take lower paying Jobs, then I think it is wrong 
for the govemmen. to add to their low burden through negative ««oni«tion. 
The Petri and Simon proposals would forgive these repayments after 25 years, 
but by then the damage may have already been done. 

One alternative to negative amortization i, to use borrower fees to pay 
for the costs of subsidizing low income borrow^. For example, the currem 
origination fee and the insurance premium that guaranty agencies charge 
could be used to pay for the .honfall of low income borrowers. This would be a 
cross subsidy of sorts, but the difference is that all borrowers would 
contribute, not just higher income borroxvers. and the fee would be charged 
before individuals knew what their future income would be. Or the 
government could decide to subsidize the costs of these low income borrowers 
These costs which would be fairly minimal compared to the total current 
federal costs of GSL - subsidizing the repayments of low income borrowers 
would cost no more than 5 percent of the initial amount borrowed, compared to 
the current QSL program where the federal government now pays out over 25 
cents per dollar loaned in the form of interest and default paymems. 

My own preference in this regard is to charge a fee to all borrowers to 
pay the cost of low income borrowers. This would avoid both adverse selection 
ind negitive imortizition. while minimizing the government's budgetiry 
exposure. Most borrower, .ireidy pay these fees; I would propose thit the 
purpose of these fees be cleiriy identified with defiult prevention rither thin 
the current prictice of using the fees to piy a portion of the interest costr in 
Ihe program. To the extent that the government would be obligated to pay the 
costs over and above those covered by the fees, there would be a reduced 
federal budgetary exposure relative to current policy. 
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iRS Coiieciion of Loans, Ptrhtps the most contentious iuue that 
surrounds most income contingent proposals is that they usually require that 
the Internal Revenue Service lo collect the loans. This proposed use of the IRS 
steins from the notion that if repayment is going lo be lied to income, why not 
use ihe government agency thai knows what everybody's income is? 

One of ihe biggesi obstacles to this in the past has been rcluciance of 
the IRS to get into the business of siudeni loan coiieciion. Some observers, 
however, have poinied out lhai the IRS is already in the business in thai it 
withholds Ihe refunds of taxpayers who have defaulted on their student loins. 
But withholding refunds of defaulters is a far cry from regularly collecting on 
Ihe loans of many millions of student loan borrowers. 

The more important issue, in my opinion, is whether it is wonh getting 
the IRS involved when more than 80 percent of student loan borrowers (the 
nondcfaulters) are making their repayments on a regular basis. Why have all 
the borrowers in good standing subject themselves to the rigors of IRS 
collection when they are perfectly content and able to pay off their student 
loans just as they would any other type of loan? It is for this reason that I 
strongly favor flexible repayment to income contingency for all borrowers. 

I would also like to take this opportunity to dispel a prevalent 
misconception about a potential benefit of IRS collection of student loans. It is 
often asserted that bringing the IRS into student loan collection would 
eliminate defaults. That is not the case. For the borrowers whose income is 
insufficient to repay their loans, or to even cover the interest owed, using the 
IRS does not mean these borrowers are any more Me to repay their loans 
than without the IRS involvement. The IRS would certainly be helpful in 
reducing the fraud associated with student loans by bringing into line those 
borrowers who can repay but choose rot to. But it should not be any more 
effective in getting people with little or no income to repay. 

To the extent that most defaulters are in the latter category of being 
unable to repay rather than unwilling to pay. IRS collection will not solve the 
bulk of the default problem. In addition, it is possible that IRS involvement 
will convert some amount of what we currently call default into what 
reasonably might be refeired to as tax evasion. That is. tying student loan 
repayments to the income of borrowers would increase whatever incentives 
currently exist for taxpayers to undcrrcport their income. 
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I would like to conclude by commentinf oo a queiUon which wu railed 
previouily io Senate hetringi about whether these loan propoiali will either 
lead to higher tuitioni or to a greater ihifting of responsibility for paying for 
college from the generation of parenu to the generation of students. 

My general response to this question is that there is no particular 
reason why these loan proposals would lead io this direction any more than 
docs current policy. If loan limiu are increased either In the current GSL 
progrim or in some new program, then the threat of tuition inflation exists, 
and steps should be taken to prevent this from happening. I have previously 
testified before this committee suggesting that student aid awards in both Pell 
Grants and OSL should be limited to the average expenditures for instruction at 
different types of institutions to prevent tuition inflation from occurring 
because of incentives currently imbedded |n the student aid programs. 

On the matter of intergenerational shifting of responsibilities for 
paying for college, as with the case of tuition inflation, the proposals before 
you now contain no more or less incentive for intergenerational shifting than 
do the current programs of student aid. In my opinion, neither direct loans 
nor income contingent repayments per se will affect this balance. 

A better way to address the real question of intergenerational shifting 
may be to make parent loans a more attractive borrowing option than is 
currently the case. It is my sense that thus far in this reauthorization process 
Congress has paid relatively little attention to the issue of parent loans. If 
your concern about intergenerational shifting of responsibilities is genuine, 
then more should done to make parent loans a more viable alternative, either 
by reducing the PLUS interest rate or perhaps by allowing parents to use the 
federal in-school interest subsidy which previously has been available only to 
student borrowers. In effect, the subsidy could only be used once on each 
loan, but parents and their children would decide who could use it. 

My Chairman, that concludes my formal tcsiimony. I would be glad to 
answer questions at this time. 
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COMPARISON OF GSL PROGRAM AND STUDENT LOAN PROPOSALS 





Cunent Program 


HouM CommitiM Bill 


HR 2336 (Petri) 


HR 3050(Mi»er/Bradky) 


S 1845 (Simon/Dtsanbwiar) 


Direct Lomi/Iniiitl Source 
ofCapiul? 


No/^ivite cepitil 


Yei/itle of bondi 


Yes/sale of bonds nd 
repayment of loans 


Yea/surtax on millionaires Bid 
Education Tntsl Fund bonds 


Yac/^ of bonds Bid 
repaymant of bane 


Supptwi EiUtini GSL 




Yes. by 1996 


No. but SLS is phased out 


No 


Yn 


Fee* ChV|ed to Bcnowtn 


3% originaikm fee; up lo 
3% imurnce premium 


none 


none 


none 


none 


UiA Umiu 


SlAfrofd/Aiinutl: 
$2,623 tM yr, $4^ 

trid k prof 
Cumultbvc:$t7.250 
un<krr*(l; $54,750 

T ilain ifitit /CI Ck/ 

smvtepeniu idLAV 
CumuUuvci $20,000 


Sijtei«»d/Annual: $6,300 

Itt yr; $S.O00 other 

ufuVttrad: SI3.G00 erid 

Cumuleuvt: $38,500 

undcrrtd; $91,500 ptd 

UniuteidM«VAMM«l 

$4,000 tfl yr. $6,000 other 

ufuVrHAd- tinnno 
unocipN. siv.iiv 

CumuUlivc; $28,000 

umfetred; $78,000 ptd 


Annual: $6300 lsi*2nd 
yr, $8,000 other underfrad: 
$1 1.000 pad; $22,500 
pharmacy, public health; 
$30,000 various medical, 
dental, nd veterinary: 
Cumulative: $70,000. or less 

it kfMvnwvr is nwar 

$115,700 phvmacy. public 
health; $UJ.870 medical 


Annnual: $t0.000 
Cumulative: $33,000 


AnwHMl: $6iOQ lal/2iidyr. 
$8,000 other undargrad; 
$U.O00 ptd; $2a000 
mad/hlih-coat PhD: $30,000 
extra hi|h-«oat grad 
CumuUdvt: $70.00aieai if 
borrower over 40: $100^ 
med/high-ooat Phd; $120,000 
extra M|h coal grad 


Intercel R*le Chtf ged lo 
BofTowcri 


1% for fini 4 yeirt of 
ripeynMni.10% ihercell« 


lufaiiditcd: 8% 
uniubikliMd: T b4lU3.25% 


91 dayT bill«2%. with a 
max of 10% 


Average rate of 10 and 30 Year 
Treasury bonds, max of 10 % 


91 day T bilk2%. with a max 
of 10% 


In School Iniottt Pti4 by 
Fedef il GovemnMni? 


Yes. fct iiudcnu with 
nnanciil rte«d 


Yei. for fludenU with 
flnanciel need 


No 


No 


No 


Income Conbnieni 
Rcpeyment Tenni? 


No 


Ye*. iriduMed k A income 
cofvtingeni terms el 
borrowcf optiofit with e 
minimum nvtutl repayment 
of $600 


Yei. for alt borrowen. 
Repayment bated on 

income 


Yes, for all borrowers. Repay 
at 5% of tncome« minimum aid 
maximum payments sal at 66% 
and t30% of average tnoome 


Yes, for all borrowers. 
Repayment based on 
progftasive peroentafe 6( 
Inoomc 


Crosi Subiidy Between 
Borrower Oraupi? 


No 


No 


Yes 


Yes 


No. Repayrttent ends whan 
loaiu an fully ivpakJ. 


Ncgiiive Amoniietian tot 
Borroweri in R«|)«ymenl? 


No 


No 


Yes 


Yes 


Yea 


Urt|th of RcpAyiiMni 


10 yn (23 yn for 
contolidAting) 


10 yn (more at the ED 
Secretary's option) 


25 yrt (remaining loan 
forgiven after 25 yn) 


15. 20.or 25yrs 


25 yn (remaining loan 
forgiven af^ 25 yn) 


IRS Collection? 


No 


No 


Yea 


Yes 


Yea 


Cmvertion of Entsiing 
Loins lo Direct Umi or 
Income Coniinf cnt? 


No 


Yei, elective tawkr 
consolidation provisions 


Yes 


No 


Yes. mandatory for all 
defaulted loans, eloobve for 
othen. 


Esumeied Federel 

Coti Per T Bill-5%: 

Sl.n00Lo« TBilUIO% 


$270 
$490 


$250 
$280 


$50 
$50 


$70 
$70 


$60 
$60 



132 



Mr. Sears. Mr. Chairman, members of the committee, my name 
a PP,« 5®,r?"*l Associate Director of Student Financial 

Aid at West Virginia University, and I work at the Health Sciences 
Center Campus. In my capacity as a financial aid administrator, 
I ve been directly involved with the awarding and management of 
student aid for 23 years. 

I'm here today to testify on behalf of several professional pchool 
associations, including schools of allopathic medicine, dentistry, 
nursing, pharmacy, podiatry, optometry, veterinary medicine, 

Eublic health, and programs in health administration and allied 
ealth, as well as over 200,000 students enrolled at those institu- 
tions. 

I have written testimony that I would like to submit. I'll make 
my observations short and brief this morning because of the hour 

I need to tell you that my view is one from the trenches. I'm a 
toot soldier in this business of student aid. I see the students that 
^A? * r J ?S . door. Literally, I see every one of them. Because 
ot that, 1 d like to thank the committee for the current student aid 
programs that we have, for all of the opportunity that our students 
have had over the past 25 or 30 years. 

If you ever need a testimonial from a student, give me a call. I 
know many. I can tell you about a gentleman by the name of Scott, 
an African-American from Paw Paw, West Virginia, who came 
from a family without a father. His mother survived on Social Se- 
curity benefits. Scott is now a cardiologist. 

I can tell you about Sherman from Cabin Creek, West Virginia, 
bherman came from a foster home. He had been abused as a child. 
He spent his summers working in a circus so he'd have a place to 
st^ durmg the summers. 

Scott not only managed to negotiate the process as an undergrad- 
uate, but also managed to get himself admitted to our medical 
school a few years ago. 

This mominr;, I'd like to focus my remarks on why income-sensi- 

1 I^P^J"®^*^ ^ beneficial to health profession students. 

Indebtedness and access to financial aid are particular concerns 
in the health profession area. Federal grant support is available 
only to a small portion of our students. The vast m^ority of health 
professional students have to borrow, and they graduate with con- 
siderable debt. The programs authorized under Title IV of the 
Higher Education Act are critical sources of financial aid for our 
students. In fact, among the 1990 medical and dental school gradu- 
fft °^-r ^5 IJf ^1"' borrowed a Stafford Loan and nearly one- 
third utilized the Supplemental Loan for Students in the Perkins 
Loan Program. 

Although it's reasonable to expect students to borrow in order to 
inance graduate or professional education, the escalation and the 
level ot educational debt is causing alarm in our community. Medi- 
cal and dental school graduate indebtedness has increased over 75 
?o^n ^^^\^^^ <*ecade. Mean debt among 

tWely"™^ students was $46,224 and $45,550, respec- 

Even more troubling than these averages are the numbers, espe- 
cially of disadvantaged and minority students graduating with 
debts exceeding $50,000. In addition, $100,000 of educational debt is 
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not uncommon for health profession graduates. While some stu- 
dents in health profession disciplines such as nursmg and public 
health have shorter periods of in-school training and may not incur 
these very high debt levels, the relatively lower startmg salary of 
these disciplines intensifies the problem of repayment. 

Many health professionals in the higher-paid disciplines also ex- 
perience difficulty in repaying their loans during the first few 
years after school, difficulties which are exacerbated when the in- 
debted graduates opt for lower paying careers in primary care or 
underserved rural and inner city settings. 

In order to meet successfully the challenges faced by health pro- 
fession students with heavy debt loads, we need to be able to offer 
more grants, higher loan limits on low-interest loan programs, and 
offer more flexible repayment schedules. However, Federal budget 
constraints limit Congress' ability to offer more grants and subsi- 
dize loans. Unfortunately, the committee's reauthorization bill does 
not yet include these measures for health profession students. 

Wfj see three inherent advantages in the concept of an income- 
sensiiive loan repayment program. First, income dependent repay- 
ment schedules factor in a graduates earnings and aggregate level 
of borrowing, thereby enabling the individual to satisfy the educa- 
tional debt in a manner formulated on his or her ability to pay. 

Second, income-sensitive loans promote simplicity in the finan- 
cial aid process in a variety of ways, including allowing all borrow- 
ing to take place through one Title IV program, reducing paper- 
work burdens, eliminating the necessity of deferments or forbear- 
ance, and precluding technical defaults. 

Finally, through income-sensitive repayment plans, prospective 
students can matriculate and borrow at the level necessary to fi- 
nance an education leading to a public service career, without con- 
cern that their salary upon graduation will not support repayment 
at that level of debt. , . , 

In addition to easing repayment, any income-dependent loan pro- 
posal should provide borrowing options for students that are supe- 
rior to the current system. A msgor component of this is re^istic 
loan limits that would be sufficient to eliminate the need for 
health profession students to borrow from HEAL or other high-cost 

programs. , „ , 

We believe the income-dependent loan proposals offer new and 

innovative structures for student financial aid. Thank you, and I d 

be glad to try and respond to any questions. 
[The prepared statement of Kenneth Sears follows:] 
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Good morning. My name Is Kdn Sears, I am the Associate Director of Financial Aid at West 
Virginia University at the Health Sciences campus. In my capacity as a financial aid 
adminisiralor, I have been directly Involved In the management and awarding of financial aid for 
the past twenty-three years. I am here today to testify on behalf of several professional school 
associatloos representing schools of allopathic medicine, dentistry, nursing, phannacy, podiatry, 
optometry, veterinary medicine and public health, and programs In health administration and 
allied health, and academic health centers, as well as over 200,000 students enrolled at 
institutions providing these programs. 

This morning I would like to focus my remarks on why income sensitive repayment would be 
beneficial to health professions students. 

Indebtedness and accei^s to financial aid are particular concerns In health professtons 
education. Federal grant support Is available only to a small portion of our students. Hence, 
the vast majority of our heatth professkxis students must borrow to finance their educattons and 
graduate with considerable debt burdens. The programs authorized under Title IV of the Higher 
Education Act are critical sources of financial aid for our students. In fact, among the 1990 
medtoal and dental school graduates, over 75% borrowed a Stafford loan, and nearly one third 
utilized the Supplemental Loan for Students (SLS) and the Perkins loan programs. 
Approximately 50% of nursing students and 70% of optometry students borrowed from Stafford, 
and two thirds of the optometry students also utilized SLS. Clearly, witliout Stafford Student 
Loans, Supplemental Loans for Students, and campus-based Perkins Loans, health professions 
students wouW find It difftoult, if not impossible, to finance their education. 

It is important to note, however, that Tltie IV loan sources do not meet fully the needs of many 
health professions students. As these students reach the maximum borrowing leveis in Title IV 
subsidized programs, they are forced to rely on more expensive loans, such as the Health 
Educatton Assistance Loan (HEAL), with terms aiKJ conditions much less favorable than the 
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Title IV loans. HEAL borrowers currently pay an 8 percent insurance premium upon oriQination 
and are charged a floating interest rate tied to the 9l-day Treasury bill. Despite the cosUy 
ternis and the fact that the HEAL loan was designed as a loan of last resofT. last year HEAL 
was the second largest financial source behind the Staffbrd Student loan program tor health 
professions students. 

Although it is reasonable to expect students to borrow in order to finance graduate or 
professional education, the annual escalation in the level of educational debt is causing alarni in 
our community. Medical and dental school graduate indebtedness has increased over 75 
percom in constant dollars in the last decade. Mean debt among 1990 medical and dental 
students was $46,224 and $45,550. respectively. Even more troubling than these averages are 
the numbers, especially of disadvantaged and minority students, graduating with debts 
exceeding $50.000. In addition. $100,000 of educational debt is not uncommon lor health 
professions graduates. While some students in health professions disciplines such as nursing 
and public health have shorter periods of in-school training and may not incur these very high 
debt levels, the relatively lower starting salary of these disciplines intensifies the problem of 
repayment. Many health professionals In the higher-paid disciplines also experience difficulty In 
repaying their loans during the first few years after school, difficulties which are exacerbated 
when indebted graduates opt for lower paying careers in primary care or underserred rural and 
inner city settings. For example, the 1990 starting salary for a registered nurse averaged 
$24,768. approximately $50,000 for a general pediatrician, and approximately $40,000 for a 
general denUsL Some health professions graduates are interested in. but financially deterred 
from, such career choices. Similarly, the debt-to-income-ratio of a heavily indebted graduate 
can make it impossible, despite the Individual's willingness, to make the required loan payments 
during the first few years following graduation. 

It is necessary to note that many health professions students must continue In a training 
program, known as a residency or internship, foltowing graduation in order to become licensed 
or certified. Residency training for medical school graduates lasts between three and seven 



erJc 142 



137 



years d**pendino on the specialty, during which time the average stipend received In 1990 was 
approximately $27,000. Other disciplines do not require post-graduate clinical Uaining, but many 
ol their graduates choose to participate in Internship or residency training programs to prepare 
them for specialty practice, such as in geriatrics. In a numt)er of cases, these residents are 
required to pay tuition to participate in that supervised clinical experience. In dentistry, for 
example, well over naif of those graduates who participate in residency programs pay tuition 
and receive little if any stipend. Loan repayment is particularly problematic for residents and 
interns. 

In order to meet successfully the challenges faced by health professions students with heavy 
debt loads, we need to be able to offer more grants, higher loan limits on low interest loan 
programs, and offer more flexible repayment schedules. These steps would decrease the 
number of students with enormous debt, create a better balance between the grant and loan 
aid available, reduce overall debt burdens, curtail the instance of default, ease repayment, and 
facilitate the ability of health professionals to afford tower income positions in underserved areas 
as well as careers in primary care, teaching or research. However, federal budget constraints 
limit Congress' ability to offer more grants and subsidized loans, and unfortunately, the 
Committee s Reauthorization bill dc^es not yet include these measures for health professions 
students. 

We see three inherent advantages in the concept of a income-sensitive loan repayment 
program. First, income dependent repayment schedules factor in a graduate's earnings and 
aggregate level of borrowing, thereby enabling the individual to satisfy the educational debt in a 
manner formulated on his or tier ability to pay. Second, income sensitive loans promote 
simpllcily In the financial aid process in a variety of ways. Including allowing all borrowing to 
take place through one Title IV program, reducing paper work burdens, eliminating the necessity 
of deferments or forbearance, and precluding technical defaults. Finally, through income 
sensitive repayment plans, prospective students can matriculate and borrow at the level 
necessary lo finance an educaiion leading to a public sen/ice career, without concern that their 
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salaiy upon graduation will not support repayment at that level of debt 

In addition to easing repayment, any Income-dependent loan proposal should provide boriov ino 
options tor students that are superior to the current system. A major component o» this is 
realistic loan limits that would be sufficient to eliminate ihe need for health professions students 
to borrow from HEAL or other high cost programs. In setting higher loan limits and longer 
repayment periods, we recognize that some health professions students may pay slightiy more 
over the life of a loan than would be the case under existing standards. This point is 
neu&alized by the fact that borrowers would be offered" an option that Is responsive to the 
timing of their ability to repay the debt and that they could borrow with confidence that they 
could service the debt over time. Apprehensions related to a borrower's ability to meet 
educational debt obligations exists in the current system. Income sensitive repayment would 
remove this element of fear and represent a positive step for students, institutions, and the 
government 

We believe the income dependent loan proposals offer new and innovative stnjctures for 
student financial aid. We would be pleased to discuss this further with committee staff and help 
develop details that are related to this program. On behalf of the associations I am here to 
represent. I thank the Committee for allowing us to make these comments. I will be happy to 
respond to questions or to clarify or expand on my remarks. 
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Mr Davis. Good afternoon. I'm Jerry Davis, Vice President for 
R^arch aSd Policy Analysis for the Pennsylvania Higher gluca- 
HorTi^istence Agency; that's the agency tVit administers State fi- 
ScSf SdSr^m" Ld guaranty FeSeral loans in the common- 

^We**don't grow tobacco. I make that comment because Senator 
Simon indicated that sometimes agencies such m ours have a 
vested interest that clouds our testimony. I would like to say that 
w?l«ve Sated that if there were a direct lending Program, as 
proposed in either the Senate or the House verMons, that our 
agency would make more money than we make right now. &o, it 
isn't a monetary or a financial issue with us. wi 

I would like to just summarize my testimony, the wr^^^n 
mony that you have. I appreciate^ what I assume must be a pnmag^ 
motivation behind both of the incomeHJontingent loan Pjov^ 
and that is to reduce borrower repayment burdens and the poten- 
tial for defaults. Trying to help ease borrower repayment, burdens 
S auLwe Cev^, ! think "some compelling eviden^ indicates 
that undergraduate Stafford Loan debts are not skyrocketing. 

TTie bacSaureate graduates in Pennsylvaiiia, where the college 
coste are higher than they are in the rest of the Nation, and where 
Sent accl^ to loans i^. not restricted by need analysis, as it is 
elsewhere, these college graduates in P^nnsylvang are f^^^^^ 
same proportion of their education coste with Stafford Loans in 
1991 as they were 5 years ago. , , ^ . D„„„Bviv«nifl now 
A typicsd Bachelor degree recipient from Pennsylvania now 
leaves^S^hool owing about $10,000. Now, experience and re^arch 
have shown that when loan paymente reach 10 Pef ent of a bor 
rower's gross income, they become burdensome and often lead to 
default. When I looked at the 1989 earnings of persons with 4 years 
of college who were between ages 25 and 34--these are the yea^ 
most borrowers will be repaying their loans— I found that ^6 per 
STave incurred dek Burdens. That is,, their annual pay- 
mente would have represented 10 percent of their annual earnings 
if they had borrowed today's typical $10,000 amount. 

Over 7 out of 10 of the gracluates with debU^'-denf 
been fenales because they earn so much less than mfles. l hey also 
were five time? as likely as males to have had no earnings. About 
29 percent of the black graduates would have expenenced debt bu^ 
dens because their average earnings were less than those ot white 
graduates, $22,000 versus $28,000. , , 

^So, only a fourth of the baccalaureate graduates would have had 
debt burdens at the typical $10 000 level of borrowing. But female 
and minority borrowers would be much more hkely tTian others to 
ha?e had bGrdens. The evidence indicates that debt burdens are 
more a function of borrower earnings than the amounte they 

borrow w a 

Now," because loan debte are not rising to levels that are burden- 
some for the majority of undergraduates, and because existmg r^ 
payment burdens are not distributed evenly among all student 
groups, offering income contingent loan programs to everyone may 

be unnecessary and unwise. x i ,.,«^or«B TV,*. 

I'm generally opposed to income-contingent loan programs, ihe 
basic problem I hSve with them is that borrowers do not and 
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Softt K iSpv"'^ ^V'^" '"^i^ 'IP^y t^^i' ^hen they 
3 t&J « "^"n^* *^®y cannot know how 

much their education will actually cost 

fhp(r*l!!i'f"*'*iJ'"°'*lY^** education will actually cost, then 
TnL?'^^^ mteUigent and informed cost benefit analysis, 
i^elv Slnf!!!l.?w institutions of 

thauJ fhp costs because they cannot compare the net cost; 
that w, the cost after financial aid of the alternative choices. 
1 think virtually all income^ontingent loan programs allow, if 
borrowers to incur larger debts tCan fixed payment 
mS^^l "® PossiWe because payments fre- 

?oW?',J."L"°* a*w«y«' J-epresent smaller proportions of the hot 
l^^Ll 1 "P*"" graduation when their earnings are less. But 
th^Z iTi P«y°»«"t« /nade over many years ultimately me«i 
pi fV«n payments for a given amount borrowed will ^ greatr 

It's impossible to escape the mathematics of the PRT eauation 

ForSe al'Jtio^" f^^^ T*-^^. point in^SrS ^S 

Wliln «tn5pS!^. °^ Pnncipal is forgiven, or time collapsed. 
chSlS?i ^^a" does the education^- 

chased with them, regardless of the fact that paying for the educa- 
tionw spread over many more years. 

Steffilrl! i ^^"'P^''^ borrower's total repayments for $1,000 in 
SSuh^ te«f"** "nder the IDEA 

fiSm Ifi scholarship programs, I found them to be 

&rl!2 ^ "^""^fu * ""der the income^ontingent plans. 

The differences for the borrowers who earned the least are dramat- 

bvT*,2l.Pn*?'"°'^^'' ^"iJially earns $13,000, and his income grows 
by 5 percent per year, he will eventually pay $27,518 for an IDEA 

^hi/l^/n^K' i^""^' ^'•^^"J ^21,00d £rVSeif'ltelian?^St 
the^^d^nA^'^^'^''^ °^ ^3 Pe'-cent, respectively. At 

S?nJd $fq 000 L^fi^*^^^^ JP?nA borrowers Who initially 

earnea $ld,000 would still owe over $9,000 in princioal and inter- 
est. which the government would then forrive P"""P^^ 

Wow, It s clear that borrowers with below-average earnintrs will 
mZ^^^ ^^'^ P^^^ Self-Reliance LoaTthan wuf tlTeir 
S?oL^^rotherj^rH« -f proportions of thdr 

MceS « inan T''\u a low-income earner and you 

Ss Wrp aoynf.^'i^^' incomeHiontingent pro- 

tSiate terms ^ projor- 

«a^iS 5^ "*®^"f *^at the two proposals would discriminate 
against women and minorities and borrowers who entered lower 

?XlS?h^r'' ^".^^ ? ^ minhtry Ser than 
w5 dIv y^'^^^^.t^r^^^ a student i considering a 

lower-paying occupation, both the proposals add to the disincentive 

fnsUtTon^^r^i?" ""f effectTof^ucation SsS on Xfces ^^^^ 
institutions, majors and future careers. 

»olvp^i,p J ^^iV"** ^uf"® **S,V?^e *hat income-contingent loans will 
faik on tt^r Lr^*^?"- thinking. Borrower de- 

rS^ip,?? pnmarily because they do not have enoueh 

money to make the loan payments. The education and training le 
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faulters paid for with loans did not sufficiently enhance their abili- 
ty to earn enough additional money to repay their loans. This gen- 
eralization applies at every level of postsecondary education. 

Income-contingent loan programs assume that all borrowers will 
have incomes. But in 1989, 7 percent of the 4-year college gradu- 
ates between age 25 and 34 had no earnings, and another 16 per- 
cent earned less than $12,500. Now, giving students income-contin- 
gent loans will not ensure that they have incomes or incomes sub- 
stantial enough to amortize their loans. 

It may be considered impossible to default on an income-contin- 
gent loan, but it is very possible to not repay them. Failure to 
repay them will cost the government money or the other borrowers 
of the income-contingent loan, depending if you're having cross 
funding. 

Income-contingent loan programs can help reduce borrower's 
debt burdens when they experience lower earnings, but so can for- 
bearances and deferments and graduated repayment schedules that 
are oHfered in the current programs. I think the best way to reduce 
defaults is not through income-contingent loans, but is through as- 
suring that the education and the training paid for with loans is of 
the highest quality and enhances the student borrowers ability to 
secure a good job with an adequate salary. 

Another way to reduce defaults is to provide students who enter 
quality programs but have academic, socioeconomic or other dis- 
abilities which are likely to inhibit their success with a grant in- 
stead of a loan, an income-contingent loan or otherwise. 

When students are at risk, there is no social justice in making 
them share the majority of the risk of trying to improve their con- 
ditions through education paid for with loans when failure and con- 
sequent default on those loans leave them worse off than had they 
not attempted to improve themselves in the first place. 

When considering ways to reduce debt burdens and loan defaults, 
the persons who are responsible for providing financial aid to the 
Nation's students should take to heart a primary tenet in the phy- 
sician^s code of ethics. First, do no harm. I think the income-contin- 
gent loan program proposals before you will, if implemented, do 
considerable harm and won't solve the problems that they're in- 
tended to address. 

Thank you for your consideration of my remarks. 

[The prepared statement of Jerry Davis follows:] 
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The Slaon-OuraRbucfar XDKA propoial*a repayMnt achadulaa «a offarad to 
tha Mdia whan th« bill vaa introdacad maka tha pro^oial look fMieh tttora 
attract! va in co^p•ri•on to tha currant tyatan than it would bt in raality. 
rirat of all« tha aadia rapaymant ichadulai aacuMd total ouwilativa dabta 
undar tha currant ayitott ttiAt ara vuch diffartnt frow roality. for tMi^la, 
hart are tha avaraga aaounti aiautRad and tha actual avaraga anounti borrowad 
by fonniylvanU atudanti who antarad rapaymtnt during m 1991 aftar cok<* 
plating four yaura at a public univaraityt 

iRCCwa Croupa IDEA Aaauaption PHEAK Staf fojrda 



Sy uaing axtruordinary anounts borrowad undar tha currant ayitfts, tha 
«adia handouta did not of far a lagitimtta compariaon of rap^^ymant coata undar 
the currant ayatam and tha SDEA proposal. 

Tha »ora iaportant problen with tha ZDIA Mdia handouts liaa in tha cob- 
pari sons of proportions of monthly inooMs davotad to rapaymant s undar IDEA 
and tha currant syatca. tha handouta appropriataly dtscribad thvsa propor- 
tions in terms of monthly paymants, but did not daScriba how tuny ptymantu 
borrovara would hava to maka to aniortisa thair loans undar dlftarant 
circumstances. 

This papar eonparaa tha rapaymant achadulaa for borrowers who accept $10,000 
in total Stafford or IDEA loane for four years of undergreduate study when the 
borrnwere heve four different starting ineomaer ae defined by the madie hend- 
oute. They arat Iw Starting Income Borroware, those who would eem only 
$9«750 in their first repoyment yaarr Averege Starting Income lorrowaref 
|13«000} High Starting income Borrowers I26,000| and Higher Starting Income 
«^rrewars« 196,000. The analyees demcnstrete that the IDEA proposel would 
cost more studente more for their education loons then tne current Stefford 
Loen program and very well might cost the federel government more es well. 

tt wee ateuood thet ell berroware would borrow 12,500 each year for four 
yeara and that they would repay their loane under the current Stefford Loan 
provisions or the propoeed IDEA provleiene. TAble One shows amount e borrowere 
would have to repey for their Stefford loane. Their monthly peymante ere $121 
for the firet four yeers (at 6 percent intereet) and I12B for the neAt eix 
yeere (at 10 percent interest), for a grend total of I15»0S2 for the 110,000 
borrowed. 

All borrowers* repayment echsdulee are the eame, regardlses of their 
sUrting income*. The right half of the table shows the peroentagee of 
different inconee represented by the month ly/ennuaX rtpeyments. All ineomee 
were infleted by S percent per year. Thus the low sterting Znectte group is 
aeeuoed to sern $10,23S in the second year of repeyment ($9,750 timet 1.05 
cquAle $10, 297. SO), $10,749 in the third year of repeyment ($10^237.50 tinee 
1.05 equelfl $10,749.38), and to on. 



Low Income 
Middle Income 
High Income 



% 9,S00 
$lSrOOO 
$1B,000 



$9,715 
$f ,730 
$S,910 
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Low Itarting Xnco«# borrowMrs havi to ipend txom 14.9 pircent to X0.2 
ptrcint o£ thiiar incoMi to Anortise thtlr louni in tin yiari. Th« :»vijr^ge 
Stirting Ineoiat borrowiri have to cpond from 11.2 ptrcint to 7,6 ptrccnt; thi 
High 5tming Incont borrowtrv, from 5.6 parcant to 3.8 ptrecnt; and thi 
Mighir Starting Xncona borrov«rs, from 4,0 percent to 2,8 parcant. All 
borrowara rapay 115,052, or SO.S pvrcant mora than tha amount bo:crowcd. Thay 
rapay 63.6 parcant morii than the $9,200 thay would hava racaivcd to apand for 
education ($10,000 Im a 5 porcent origination faa and a maxinum 3 percent 
Ineuranea praniua) • 

What happana to rapayiaent ach^dule^ under lutk for 910,000 borrowed? The 
firat thing that happane u that $10,000 becoiaaa 112,166 by the time tha 
borrower laavaa achool, becauio intcreat ia capitallaad each year and the 
borrower haa to pay 8 porcant intow9t on the accumulated intoreat. There- 
fore » by tha time borrovera leave achool, thay would owe 21 percent more in 
tha IDEA program than in tha stofford Loan program in which the qovernment 
pays the in-achool interest. 

Table Two shows the repaymonf schedule for XDSA for tha Low Starting 
Income Borrowers who got $10,000 in loans. Here is how to read the table. 
Annual ineonaa arw infl«t«d by 5 porcant each year, xt ia neceaaary to 
subtract tha Standard Deduction from ineonu «ach year beeauae, according to 
the bill, "the annual amount payable by tha taxpayer for any taxable year 
ahall be tho leeaar of (i) the product of (X) the baaa ascrtisation amount, 
and ill) t;^a progreaaivity factor for the taxpayer for auoh taxable year, ©r 
Hi) 20 percent of tha excaaa of ii) the modified adjuated grcaa income of the 
taxpayer for such taxable year, over (IX) the aum of the atandard deduction 
and any Axemption amount applicable to such taxpayer* a income tax return for 
tha taxable year.** 

Therefore, in tha aecond column of Table Two, the SUndard Deductions arc 
subtracted from annual income to get an amount oallad adjuated groaa income. 
Multiplying W by 0.20 yields the second (ii) criterion for annual rapay- 
ments, which ia listed in the fourth column under "x 0.2.** 

Ths firat criterion (i) for the annual rapaymant ia the baae year times 
the progreasivity factor. The lOtA bill dafinea baae year Amortisation 
amounts aa "the amount which, if paid at the closa of aaeh year for a period 
of 12 conaacutiva yaars, would fully rapay (with int ^jat) at tha closa of 
auch period tha maximum account balance of the borrower, ror purposss of the 
preceding sentence, an 8 percent annual rate of intereac ahall be aaaumad." 

To amortize t $12,166 debt over 12 yaars raquirea annual paynanta of 
$l,5B0, the ^'Baaa Amount"* listed in the fifth column. Tha aixth column 
contalna tha progreasivity factora given in the bill for dif ferant incomes and 
taxpayer atatuaea. So, for Low starting income Borrowara the annual payment 
amount ia 1790, the leaser ©f 20 percent of AGX or SO percent of tha baae 
amount of $1,580. Vam laat column showa the Remaining Balance owed by 
borrowers at the end of the year after making the annual payments. 

Mota that the annual payment amount for tha first yaar (and subaequant 
years) <ioe8 not cover the 8 percent interaat that is accruing. Therefore, the 
xamaining Balancea increase each year. Since Remaining ialancea increose, new 
Baae Amounts have to be calculated, because the bill saya that the Basu Amount 
is the miximum account balance of thu borrower." 
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Mot« th«t thi Mmaininf Bolaneei tha Low Starting ZneoM Borrew«ri ovt on 
thair lo»ni inoritAit until rtpuywnt YMt 18. Thii it bto«uM innual ptywtnts 
don't cov«r tht iocruinfl intcrcit. »ot« tlto that by th« tnd o£ rtpayMnt 
Yaat 2S« borrovtri itilX owt $14,650 on tht $10,000 borrovtd for atfucAtion. 
And thty will htvt sada a total o£ $27#2M in rapaywtnt on tht loani for tht 
2S yaari thty wara paying on than, lo borrowart pay 127,218 for a 110,000 
loan AKD tha flovamaant anda having to forgiva 114,850 in loan dabt at tha 
and of tha rapaynant achadula. It would have coat tha govarnaant laaa to giva 
thaaa borrovara tha $10,000 outright. 

Tabla Thraa ahowa tha rapaymant achadula for Avaraga Starting Xnc<«aa 
lorrowtra# i.a., thoaa who maKa $19,000 in thair firat rapaysant yaara. Kara 
tha lat&a taxabia incona pattarn for Low Starting ZneoM Borrovara ia followed, 
i.a., borrovara raaain aingla through rapayioant Yaar 4, art Married in rapay- 
nant Ytara 9 through 10, and are married with one child in repayment Year 11 
and thereafter. Thoie borrowera* annual pay»anti do not oover their accruing 
intaraet until Year 12, to tha remaining balance owed increeaea until then. 
By the and of 25 yaara in rapaymont, thaaa borrowara will have paid $27,518 on 
their original $10,000 loana and the govammant will have to forgive $9,218 in 
debt. 

High Starting Zneone Borrovara ahould be able to totally aMrtica tha 
original dabt. Tha data are diaplayed in Table rour. Borrovers Who earn 
$26,000 in thair initial year of repayKent and 5 percent nore eeeh year 
thereafter vill take 16 yeara to repay their loana. Thair repeynent aMunt 
vill total $22,028, 120 percent nvore than they borrowed, and 46.3 parqant nore 
than they would have had to pay for $10,000 in Stefford Loana. 

Ta;)le Five diaplaye the repayment achadula for Higher Starting zncoeia 
Borrowera, thoaa who initially earn $36,000 per year. Theae borrovara 
anortife thair loana in 12 yaara, repaying $18,958. Thia aBK>unt ia 89.5 
percent more than they borrowed and 25.9 percent more than thay would have had 
to pay for $10,000 in Stafford Loana. 

Table Six cocBparaa the baaic data for the four borrower income groupa. 
Under the IDUi propoBal, borrovara would have to pay from 25. 9 purcant to 82.8 
percent more than they would have to pay for aimilar amounta of Stafford 
Loana. While under the Stafford Loan program borrovara repay 63.6 percent 
more than tha amounta thay actually vare able to uae on education (receiving 
$9,200 and ropayinq $19,092), lOCA borroverB would heve to pay from M.6 
percent to 179.2 ptrctnt more than thay received for thair tducation. If tha 
one-fourth of IDEA borrovere ere in eech of the four groups, they vouXd pay, 
on the average, 139 percent more than thay borrowed. And they would pay 59.1 
percent mere than they would have had to pay if thay had had Stafford Loona. 

PerhepB the worat outcome of the IDEA propoael ia that atudtnta who 
financially benefited the Ittat from thtir education. Low SUrting Xnooma 
Borrovara, have to pay 43.9 percent more for their loana than atudente who 
bentfittd tha moat. Higher Starting income Borrovara, $27,288 varaua $18,958. 
Tht tenatora aaaertod that the IDEA program would benefit borrowra with lover 
atarting ineomaa and reduce tha negative affecta borroving haa for atudanta 
vho vent to enter lover-paying occupationa. The data ahov that thit ia not 
tht ctst. Borrovtrs vith the loveat ineomaa pay more, much more, for their 



loans. 




146 



- 4 - 



Tht bttic probUn with thv IDEA rtpayiMnt tchadults lies in the fact that 
bprrowera ire aliovad nora tlna to repay thair loans. As any borrower Knows, 
taking more tint to repay any loan raises total repayiient costs. Zn an 
atttApt to reduce soim borrovvts' repayment burdens in their early yeara of 
repayment I the idpx proposal places a greater overall repayment req^iirenent on 
all borrowers. 

How auch does the IDEA repaynont schedule reduce repayiwnt burdens? 
Table Seven shows the percent o£ incone paid to loans under the Stafford and 
ZDEA programs for the four borrower groups* repayment years. In Years I 
through 10, Uw Starting income iorrowers pay about 12.3 percent of their 
incomes in Stafford payments but only 6.3 percent of their incomes for IDEA 
payments. But after Year lO, ZDEA borrowers have to continue to make payments 
for another 15 yeara at about 5.7 percent of their incomes. Average Starting 
Income Borrowers pay about 9.2 percent of their selaries to Stafford Loans for 
ten years, while lOBA borrowers would be paying only 5.6 percent. But, under 
the IDEA plan, these borrowers would pay 4.0 percont of their incomes for 
another 15 years. 

For their first ten years in repayment. High Starting Zncome Borrowera 
would pay 4,6 percent of their incomes for Stafford Loans and 4.3 percent for 
IDEA loans, a negligible difference. To achiove this "lower debt burden," 
these IDEA borrowers would have to pay 3.3 percent of their annual incomes for 
six additional years. The reduced percentages of income paid to idea loans by 
Higher Starting Zneome Borrowers is equally negligible. rh%y would pay 3.3 
percent of their incomes for ten years for IDEA loona and 3.5 percent of them 
for Stafford Loans. And then IDEA borrowers would have two additional years 
of payments, at about 3.6 percent of their incomes. 

It can be argued that lowest-income studsnte will have to borrow less 
under the total bill, because they will get more grants to pay for their 
education. However, the lowest-income students will not necessarily be the 
Xoweit-income borrowers . Students who come frott middle-income and higher- 
income families will have less access to grants and will have to borrow more 
to meet their educational costs. If they do thie, and do not enter higher- 
paying occupations, then the IDEA program will oust them much more for their 
education than the Stafford Loan program. And because so many loans for 
lowest-income borrowers will have to be forgiven, the IDEA program night cost 
the federsl government more than if it provided Stafford Loans or even grants 
to students from middle- and higher-income families. 
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Tttble One 

Znttcfit Paid and Loan A»ount« Ac a Portion ot 
Salaries « For Stafford Loan of $10 r 000 





Xnttrctt 
Paid 


Monthly 
Payntnt 


Yf ar 1 


$775 


$121 


Yaar 2 


719 


121 


Yaar 3 


658 


121 


Yoar 4 


591 


121 


Ytar 5 


652 


126 


Ytar 6 


559 


128 


Ytar 7 


457 


138 


Year 8 


343 


128 


Y«u: 9 


218 


128 


Yaar lO 


60 


126 


Total 


$5,052 


$125 



ypreant of Incowa to Loana 



Low 


Avtrage 


High 


Hioher 


14. 9t 


11.2% 


5.6% 


4.0% 


14* 1 


10. A 


5,3 


3.8 


13.5 


10.1 


5.1 


3.7 


12.9 


9.6 


4.8 


3.5 


13. C 


10.2 


4.9 


3.5 


12.3 


9.3 


4.6 


3.3 


U.8 


8.8 


4.4 


3.2 


11.2 


8.4 


4.2 


3.0 


10.7 


8.0 


4.0 


2.9 


10.2 


7.6 


3,8 


hi 


13. 5\ 


9.3% 


4.6% 


3.4% 



tow Xncona • $9f750» Average Income ■ $13*000; High Xnooma - $26,000) 
llighar Xncont " $36,000. 

All inooatf inflate by S percent per ytt^x. 

Loan interest rate is 8 percent pur year. 
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Table TWO 

IDIA KepayMnt Schedule For $10,000 Borrowed 
and Earning $9,750 Upon Graduation 



If)-! 
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Annual 


Standard 






Baae 


Prog. 


Annual 


Keaalnlng 


Year 


Incooe 


Deduction 


AGI 


X 0.2 


MMunt 


Factor 


Payaant 


Balanca 


1 


$9, 750 


$5,300 


$4,450 


$890 


$1,580 


0.5 


$790 


$12,356 


2 


10, 237 




4,937 


987 


1,605 


H 


803 


12,549 


3 


10, 749 




5,449 


1,090 


1,630 


m 


815 


12,746 


4 


11 f 287 


„ 


5,987 


1,197 


1,655 


w 


827 


12,945 




11 , B51 


$9 , 550 


2,351 


470 


1,660 


m 


470 


13,532 


5 


12^444 




2,894 


579 


1,755 


II 


579 


14,055 


7 


13, 066 




3,516 


703 


1,810 


m 


703 


I4p493 


2 


13, 719 




4, 169 


834 


1,662 


II 


834 


14,831 


9 


14, 405 




4,855 


971 


1,902 


II 


951 


15,076 


10 


15#I25 




5,574 


1, 115 


1,958 


m 


979 


!5,3!2 


11 


15,188 


$11,600 


4,281 


856 


1,989 


•• 


856 


15,695 


12 


16,675 




5,075 


1,015 


2,039 


0.571 


1,015 


15,791 


13 


17,509 




5,909 


1,182 


2,051 


m 


1,171 


15.887 


14 


18,385 




6,7C5 


1,357 


2,064 


t* 


1,178 


15,984 


15 


19,304 




7,704 


1,^41 


2,076 


II 


1,186 


16,081 


16 


20,269 




8,669 


1,734 


2.089 


II 


1,193 


16,179 


17 


21,282 




9,682 


1,936 


2,102 


M 


1,200 


16,278 


la 


22,346 




10,746 


2,149 


2,115 


0.643 


1,360 


16,219 


19 


23,464 




11,864 


2,373 


2,107 


M 


1,355 


16,160 


20 


24,637 




13,037 


2,607 


2,099 


II 


1,350 


16,097 


21 


25,869 




14,219 


2,854 


2,091 


m 


1»345 


16,039 


22 


27,162 




15,562 


3,112 


2,083 


0.786 


1,638 


15,672' 


23 


28«520 




16,920 


3,384 


2,036 


m 


1,600 


15,313 


24 


29,946 




18,346 


3,669 


1,989 


M 


1,563 


14,963 


25 


31,444 




19,844 


3,969 


1,944 


« 


1,527 


14,650 


Total 


5464,633 












$27,288 
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Borrower remains aingle through Year foMtt Married in Year Five through Ten> 
and Marrlod vith one child thereafter. Incone grows at 5 percent per year. 



f^ble three 
tOBA Repayaent Sch«^le Tor $lO,00O Borrowed 
and Bazning $13,000 Upoo Gredhiation 





Annual 


Standard 






Year 


Incoee 


Deduction 




X 0.2 








1 


$13«000 


$5,300 


$7 , 700 


$1 > 540 


2 


13,650 


H 


8,350 


1,670 


3 


14,333 


M 


9,033 


1,807 


4 


15^049 


m 


9,749 


1,950 


5 


15,802 


$9,550 


6,252 


1,250 


6 


1€^#592 




7,042 


1,408 


7 


17,421 




7,871 


1,574 


6 


18 p 292 




8,742 


1,748 


9 


19, 2o; 


M 


9,657 


1,931 


10 


20,167 


14 


10,617 


2,123 


11 


21.175 


$11,600 


9,575 


1,915 


12 


22,234 


II 


10,634 


2,127 


13 


23,346 


II 


11,746 


2,349 


14 


24,513 




12,913 


2,583 


/ 15 


25,739 




14,139 


2,826 


16 


27,026 




15,426 


3,085 


17 


28,379 




16,779 


3,3.i6 


16 


29,796 




18,196 


3,639 


19 


31,2B6 




19,686 


3,936 


20 


32,850 




21 ,250 


4,250 


21 


34,492 




22,692 


4,578 


22 


36,217 




24,617 


4,923 


23 


38,028 




26,426 


5,286 


24 


39,929 




26,329 


5,666 


25 


41,926 




30,326 


6,065 



Total $620,449 



Borrower reouiinfl single through Yoar P< 
and Nartied with one child thereafter. 



Base 


Pr'>9 • 


Annual 


ReMelolo^ 


teount 


Factor 


Peysent. 


Balance 


$1,580 


0*533 


$842 


$12 , 302 


1 ,596 




852 


12,440 


1 ,616 


0.600 


970 


12 ,467 


1 ,619 




972 


1 2 , 494 


1,624 


O.50O 


812 


12,689 


1,648 


H 


824 


1 2 , 066 


1,674 


0,571 


956 


] 2 ,966 


1,684 


II 


962 


13,045 


1,695 


II 


968 


13, 124 


1|705 


M 


973 


13,203 


1,715 


.. 


979 


13 , 263 


1,725 


0.643 


1 ,109 


1 3 , 235 


1,719 


u 


1 , 105 


13 , 187 


1,713 


II 


1,101 


13,139 


1 ,706 




1,097 


13,091 


1,701 


0.786 


1,337 


12,792 


1,662 


H 


1,306 


12,500 


1,624 


U 


1,276 


12,214 


1,567 


H 


1|247 


11,«»34 


1,550 


0.893 


1,384 


11,489 


1,492 


M 


1,333 


11,060 


1,437 


H 


1,263 


10,647 


1,363 


H 


1,235 


10,250 


1,332 


1 .000 


1,332 


9,720 


1,263 


II 


1,263 


9,218 






$27,516 





ri Harried in Year Five through Tenj 
Incoiie grows at 5 percent |*er year. 
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Table rottr 

IDEA R«s>ay»0nt Schedule Tor $10^000 BorrcMvd 
and Earning $26,000 Upcci Graduation 



Year 



15 o 



Total 



Annual 
ZncodMT 

$26,000 
27,300 

30,098 
31,603 
33,183 
34,842 
36,S85 
38,4X3 
40,335 
42,351 
44,469 
46,692 
49,927 
51,478 
54,052 



$615,093 



Standard 
Oedoction 

$5,300 



$9,550 



$11|600 



Borrower remaina single thzough Year rourj Married in Year rive through Tani 
and Harried with one child thereafter. incoM grona at 5 percent per year. 



hGt 


X 0.2 


Base 


Prog« 


Annaal 


Reaaining 


Aaount 


Factor 


Payaent 


Balance 


$20,700 


4,140 


$i#5ao 


0.867 


$1,370 


$11,744 


22,000 


4,400 


w 


■ 




11,328 


23,365 


4,673 




M 


I* 


10,927 


24,798 


4,960 




a 




10,540 


22,053 


4,411 




0.786 


1#242 


10,161 


23,633 


4,727 




0,893 


1«411 


9,568 


25,292 


5,056 






1,411 


9,009 


27,035 


5,40 V 






1,4U 


8,464 


28,863 


5,773 




II 


1,411 


7,988 


30,785 


6,157 




1.0 


1,580 


7,010 


30.751 


6,150 




1.0 


1,580 


5,952 


32,869 


6,574 




1.0 


1,580 


4,807 


35,092 


7,018 




1.0 


1,580 


3,067 


37,427 


7,485 




1.0 


1,580 


1,682 


39,878 


7,976 




1.0 


1,580 


1112 


$42,452 


8,490 


$182 


1.0 


182 


0 










$22,028 
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Tabla Pive 

IDEA MpayiMfit ScheduXt For $10,000 Borroifed 
and Baming $36^000 Upon Gradation 





Anmttl 


Standard 








Income 


Deduction 




X 0>2 


1 


(36,000 


$5,300 


30,700 


6,140 


2 


37, BOO 




32,500 


6,500 


3 


39,690 




34,390 


6,878 


4 


41,675 




36,375 


7,275 


5 


43,750 


$9,550 


34,208 


6,842 


6 


45,946 




36,396 


7,279 


7 


48,243 




38,693 


7,739 


e 


S0.6S6 




41,106 


8,221 


9 


53,168 




43,638 


8,728 


10 


S5,B46 




46,298 


9,260 


11 


58,640 


$11,600 


47,040 


9,408 


12 


61,572 




49^972 


9,994 


Total 


$S73,016 









Base 

$1*580 



Pro9. 
Factor 

1.0 



Annual 
Faytut 

$1,580 



1,578 



7,578 
$18,958 



Rtfuilning 
8a lima 

111,536 
10,854 

10,115 
9,315 
8«448 
7,510 
6,494 
5,393 
4,201 
2,910 
1,512 
0 
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Borrower renalns single through Yoar Foun Married In Vear Five through Toni and 
Harried with ono child In Years Eleven tnd Twelve i IncoMe grows by 5 percent pet 
year. 
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Borrowed 

Available for Education 
Owed at Graduation 
taount Repaid 
Repaid/Av» liable 
Governaient For9iveB 



Borrowed 

Available for Bducation 
Owed at Graduation 
Aiwunt Repaid 
Itepaid/AvaiiabLt* 
Government ForglveB 



Table six 

Gonpaiitons of Aaounts Borrowed and Bepaid 
Under Stafford and IDEA Loan Prograae, 
By Borro^r Incoaes 



Low 


xncoae 




Average 


Income 




Stafford 


IDRA 


Difference 


Stafford 


IPBA 


Dlf ferenc 


$10,000 


$10,000 


0.0% 


$10,000 


$10,000 


3.0% 


$9,200 


$10,000 


4 8.7 


$9,200 


$10,000 


♦ 8.7% 


$10,000 


$12,166 


421.7 


$10,000 


$12,166 


♦21. 7f 


$15,052 


$27,288 


481.3 


$l5,0b2 


$27,518 


482.8% 


1.636 


2.729 


♦66.8 


1.636 


2.752 


468.2% 


None 


$14,650 




None 


$9,218 





High Inco«>e 



iiiqher Incocne 



Stafford 


IDEA 


Difference 


Stafford 


IDBA 


Difference 


$10,000 


$10,000 


0.0% 


$10^000 


$10,000 


0.0% 


$9,200 


$10,000 


4 8.7 


$9^200 


$10,000 


♦ 8.7% 


$10,000 


$12,166 


421.7 


$10,000 


$12,166 


421.7% 


$15,052 


$22,028 


446.3 


$15,052 


$18,958 


425.9% 


1.636 


2.203 


434.7 


1.636 


1.896 


415.9% 


Hone 


Hoiie 




Hone 


Mone 





1C3 











14.9% 


0.1% 


2 


14.1 




3 




7.6 




15.9 


7.3 




li.O 


'i.O 




32. J 


4.7 


7 


11. If* 


5.4 




11.2 


b.! 




10.7 


6.6 


to 


SO, 2 


t.S 


11 




5.6 


12 


o.c 


6.] 


^3 


0.0 


b.v 


74 


0.0 


6.4 




o.o 


6.1 


Ifp 


0.0 




17 


0.0 


?;.6 


18 


o.e 


6. \ 


15 


0.0 


5.8 


2!} 


0.0 


5.5 


21 


0.0 


5.2 


22 


0.0 


6.0 


33 


0.0 


5.6 


2« 


0.0 




2S 


0.0 


4.9 
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TabU S«ven 
Perottnt of InooM to Loans IhKter Stafford 
and lom ProqrM ror 110,000 Principali By 
Incoae Group* and Repayaant Yaara 



AvcraQO 


laooaa 


High locoM 


Highar ino 


«Ma 


Stafford 


UMU 


Stafford 




Stafford 




XI. 2% 


6.5% 


5.6% 


5.3% 


4.0% 


4.4% 


10.6 


6.2 


5.3 


5.0 


3.8 


4.2 


10.1 


6.8 


5.1 


4.8 


3.7 


4.0 


9.6 


6.5 


4.8 


4.6 


3.5 


3.8 


10.2 


5.1 


4.9 


3.9 


3.5 


3.6 




5.0 


4.6 


4.3 


3.3 


3.4 




5.5 


4.4 


4.0 


3.2 


3.3 


6,4 


5.3 


4.2 


3.9 


3.0 


3.1 


8.0 


5.0 


4.0 


3.7 


2.9 


3.0 


7.6 


4.8 


3.8 


3.9 


2.8 


2.8 


0.0 


4.6 


0.0 


3.7 


0.0 


2.7 


0.0 


5.0 


0,0 


3.6 


0.0 


2.6 


0.0 


4.7 


0.0 


3.4 


0.0 


0.0 


0.0 


4.5 


0.0 


3.2 


0.0 


0.0 


0.0 


4.3 


0.0 


3.1 


0.0 


0.0 


3.0 


4.9 


0.0 


0.3 


0.0 


0.0 


0.0 


4.6 


0.0 


0.0 


0.0 


0.0 


0.0 


4.3 


0.0 


0.0 


0.0 


0.0 


0.0 


4.0 


0.0 


0.0 


0.0 


0.0 


0.0 


4.2 


P.O 


0.0 


0.0 


0.0 


0.0 


3.9 


0 0 


0.0 


0.0 


0.0 


0.0 


3.5 


0.0 


0.0 


0.0 


0.0 


0.0 


3.2 


0.0 


0.0 


0.0 


0.0 


CO 


1.3 


0.0 


0.0 


0.0 


0.0 


0.0 


3.0 


0.0 


0.0 


0.0 


0.0 
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Creating Access to Education 



TESTIMONY 



for thu 



U. S. HOUSE or REPRC5CHTATXVCS 
SUBCCHMXVrEE ON POSTSECOHDARV EOUCATZON 

prepcrid by 

DR. JERKY SIIEEHMI DAVIS r 
VICE PRESIDENT, RESEARCH AND POLICY ftNALVSIS 



Pcnnsylvanii Hieher Education Assistance Agency 

6&0 Rnnt ^Itflft % t4npf,KUufn D..».rtr.>/.viMi/l l7tny.nCJi 



rtbruary 6, X992 



ERIC 




155 



both Le«.«^Itl„'«„'rJ"' ' "« ' "otivtion b.hina 

uSdttir towl^« Slfirl'„!^j:'*^ W hell' borrcv.r .-.p«yi»„t burdtnt i. 

J0-. .vid.ne. th.t .tud.nt ind.btodn... I. not ri.lnf.. M^idlJ^ nor .r. ^oan 
«rtt« burdtntMM, at uny are led to b«litv«. nor art loan 

tor.iiTin'n.i''* »««»«o« who loft aehool in o.eh of tha fiva ya^r. hia «id 
aoout 27 poreant at pubUe eoUagai ud n pareant at privato collagai. 

P«nn«j;3irt!ll; VJisTr ^" nation. .0 «,r. 

idZ^io^ ttudanta in other atataa naod to borrow to flnanea their 

"•*•-''"'<>•'> nonaubaidiMd loan pregran. so borrowina 1. ^t 
raitrletad only to atudanta who can ao«»natra?e financial naad tor th. f^!-. 
Tharafora. baeauaa our eoata aca higher aceoi. to leant ia^^t r..«S' 
our atudanti' loan indabtadnaaa ia higharand imat hava rl.cn aJ^I l^IJ ! ' 

roJinr::r;ViryTh:-n rs:!- - - -T/A-^ir" 

"'i" w"^*!' <'«»'<"»nea that tha "typical- tour-year collee. 

S^^Unc. .;,d """"^ »».0OO*in Stafford 

I^K«S^J-r«oaa in?oJl'"L^*'r ""^ »""*"** "Ta^eint o£ 

»„. SlSr^ groaa ineona, they baeona burddnkooa, often laadlno to a*#.uit 

«..,/Il5^!„?i.*l!!r'*v*''* "'^''^ •"'"•y uwninga of peraona with four 

J12.500. (It you aver wondarod why borrowers default on their loC, her. la 
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Table X 

Av«ri9« CuMl«tiv« stofl'ora Xndob««dn«tt jPor p«im8yXv«nU 

Avaragg Annual cotta« and Loanu At A Ptrotnt of Coati* 
m 1967 to rrv lOfi 



rguyMYcar Pvililie Colltgai 





Avg 
Loan 


Pitrcont 
Chanqii 


Avg 
Coat 


Parcant 
Chandra 


Avg Loan/Cuaulativa 
4-Yr Ava Coata 


19S7 


S7,4S4 




$6,695 




29.3% 


1969 


7,769 


* 4.2% 


7,265 


♦ 5.4% 


26.9 


1969 


6,506 


♦ 9,5 


7,895 


♦ 1.7 


3oa 


1990 


9,150 


♦ 7.6 


1,370 


♦ 6.0 


29.7 


1991 


9,471 


♦ 3.6 


9#235 


♦10.3 


29.7 


1967-1991 


♦12,024 


♦27.2% 


♦|2,340 


♦33.9% 


♦ 0.4% 



Four'Yaar Private Colleqea 





Avg 
Loan 


Pfircant 
Change 


u\ 


rotfc«nt 
Change 


Avg Luon/CuBmlative 
4«yv Avg Coata 


1967 


16,062 




913,150 




17.1% 


1966 


6,337 


♦ 3.4% 


14,320 


+ 8.9% 


16.4 


1999 


9,232 


♦10.7 


14,665 


♦ 3.6 


17.0 


1990 


9,075 


♦ 7.0 


16,059 


♦ 6.0 


16.9 


199X 


10,154 


♦ 2.8 


17,505 


♦ 0.0 


16.1 


1967-1991 


♦$2,092 


♦25.9% 


♦$4,355 


♦33.1% 


- 1.0% 
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Tabic 2 

1919 Total Monay Earninqe of paraou* with rour Yaara of 
Colleg« education, By Candor and {Uc«i Agaa 25 to 34 





All 
Ha la a 


Al] 
Ffimalos 


Totol 


wnita 
Ha la a 


White 
Fanalaa 


Black 
Malea 


Black 
Femalaa 


Without Earninga 


2.4% 


10.9% 


6.8% 


1.6% 


10.7% 


5.7% 


4.3% 


Und«r 5X2,500 


11.4 


20. a 


16.2 


10.4 


20.6 


24.3 


24.2 


9X3,500-$X7,499 


6.5 


11.0 


8.8 


6.4 


10.7 


4.4 


13.0 




1 1 7 
1 J • r 


16. 4 


IS. 1 


13 . 1 


17.1 


24.3 


IS. 6 


f22,900'924#999 


5.9 


6.3 


6.1 


5.? 


6.1 


6.9 


10.5 


$35, 000-929, 999 


13.4 


12.2 


12.8 


13.5 


11.6 


23.5 


14.4 


$30,000-$39,999 


21.7 


14. e 


16. 0 


22.6 


15.2 


4.4 


10.6 


$40,000-$49,999 


12.2 


s.o 


S.5 


12.9 


S.O 


1.6 


4.7 


$50,000 or Abova 


12.6 


2.8 


_ 7.7 


13.6 


2.8 


4.9 


2.5 


All Caxninga 


100.0% 


100. Ol 


100.0% 


100.0% 


100.0% 


100.0% 


100.0% 


Av9 Earning 


$32,465 


S22,247 


S2?,216 


$33,251 


$22,277 


$23,280 


$21,646 


Pet in Gxoup 


48.6% 


51.4% 


100.0% 


42.5% 


44.6% 


3.6% 


4.0% 



Source! U. S. Bur.au ot the> C»n»ui, Current Population R«portu, 

S.riai P-60, No. 172, Money Ineonw of HouMtheld«, r«mllla« 
ftrtena in the United stateti 1988 and 1989. ' 
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ona «j,g«er. .any of thwa have 
caaftlf I w«ri such 



or thwa h«vo no mon^y to make payment*.) 
h lower than thoxo of <oo i?! ftver«qo e*rnlrtgi of 

«Mnd«d ,r, htld eon.tart.) " ^" """"^ « inatitutionl 

J.V, «pi'J„c'irS7b't Tutarr no'rir'J:' 'koi- 
nes. If thi ,„duat,s h.d bo« J.d T -ri<°*^" b«rrcwin, i„ 
would h.v. i„curr«d d.bt burd.nVr that i% t^^^^^^^ i'"''' " 
rtpr.„„tod tt l,ntt lo p«rc«ns if th.ir^In. P»ment, would havi 
Un ,r.du«.. With d.bt burden, ^uld h.v. T.on A?,'"'"' 
•0 much thM Ml,8. Thsv .iT lI. , btc.ut, ,4,„ 

srs:. - « s;;rAS".?'»?„';.r' 

W>«n loan ind.btS^ ri... T\Z till.« ,1 " 
ni!«£« Of graduate, wxth d..t bu^dZ^row^by isrpo'rccnt. 

contiS": CpX.iJ5!'"rr.t'"^t^".^'d"Va°^ con.id.ration o, .ncono- 
eolUja coat,, or a> »uch ii «lno , . ""'•""O"'" i» "ot ritln, as fe.c a» 
undyrgr*duit«. ar. unlikclv Vn ^ btUrvo. S.cond, th. va.t majority Jf 
circu».t.nc.. now! Tni'Stt^i %;:^rxrVivr v'.ar".T'r<'V ^^P^"" ^"^w'in, 
h.v. in P.nn.ylvani. for th. pTit (fv. v..r. i# *" f""* " «h.y 
y"rt i« 512,500, Mtchina th. n J* Wi"! loin in fiva 

27.8 ptrcnt of ihr,r"d"atM voulS'«r<''°*''l °' P*« V"., then 

aUuw.^1, for «L.r,r;;,a;r-;tudy snSVo onlv "^"^^^a^KrSL 
burdan,, a,«in if their Income, «ay.d a! ;h!^i^MQ ".v. debt 
9r»duatB,, in 19D9, could hivfl Tf^n 2 J ^ "v.r h,lf the 

Stafford l^an. with^ut'^n" r.in, deb'tlttd^nT"'' °" " 

r.«alM!'Mp.*cu\ly"'i'i?. ?" """"^^ dlBtribut.d (unon, »ii gradunt*. 
debt burd,,.^ '^^«u,?'^V%':,':^/;',7='' ~" "5^ o\h'crrt°o"hVv« 

graduati, arc Mr* llkalv »h,n uv "Utively littla «»rnino,. Black 

th.y «.m 1.,. Thir. 1. " ^'"""o* to h.v, d.bt burd.'^, "Jaus. 

th. for„.aabl. futu a. h™" " r'"''^ '''""tion, to ch.nea in 

incom.. h.v. b.er with 'u,' Vr J,?y"';:a7.".'""'' "ccreUt.d ditf.ran'.,';:„ 

BoCaUle loon dcbt-w ara n/.^ J 

-.ority Of ,raduat«„ - "^Ju^^LI^tirrop^y^lnr^^^^^^^^^ 
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lable 3 

EstiiMtcd Proportion* of Four-Year Coiiegc 
Graduates Agts 25 to 34 Who In 1989 Would Havi; Had Dobt 
Burdens Xn Repaying Stafford toanSi 
By CURUl^itiVd Loan Amounts 



Amounts 


AU 


All 




White 


White 


Black 


Black 


Borrowed 


Males 


Femal^is 


Total 


Males 


Femoles 


Males 


Feioalas 


IS « 000 


6.2% 


20.31 


13.4% 


4.8% 


20.3% 


15.4% 


U.9% 


$7,500 


9.3 


24.8 


17.2 


7.8 


24.9 


21.5 


17,7 


$10,000 


13. B 


31.7 


23.0 


12.0 


31.3 


30.0 


28,5 


912.500 


17,4 


37.7 


27.8 


15.6 


37.0 


32.6 


37.5 


n5»ooo 


23.0 


45.6 


34.6 


20.6 


45.1 


40.9 


42.6 


917,250 


31.5 


56.1 


1.2 


29.1 


56.0 


54.3 


54.0 



Ptrcftntaqea of All Borrowers With Burdens 



Amounts 


All 


All 




White 


White 


Black 


Black 


Borrowed 


Halea 


fanales 


Total 


Hales 


Femalus 


Kfllos 


Females 


$5,000 


22.4% 


77,6% 


icc.ot 


15.4% 


67.5% 


4.1% 


3.5% 


$7,500 


2G.1 


73,6 


100,0 


19.2 


64,3 


4.4 


4.1 


$10,000 


29.2 


70.8 


100.0 


22.1 


60.8 


4,6 


4,9 


$12 , 500 


30.4 


69.0 


iOO.O 


23,0 


59.1 


4.2 


5,4 


$15,000 


32.3 


67.7 


ICO.O 


25.7 


58,1 


4.2 


4,9 


$17,250 


34.7 


65.2 


lOC.O 


28.0 


56. S 


4,4 


4,9 


L Oradfi 


48.6% 


51.4^ 


100.01 


42,5% 


44,6% 


3,6% 


4,0% 
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r^r^i!"!"' T"^^ """infl inceiW'cantiinint letn 

ripiVMnt pro«rau to iviryont My bu unniciiitry ind vinwiM. Off«rina those 

rtquirlna *11 bo«ow«r. p«rtiel;ai. in *n incoM.o0ntin9.nt lo.VprogrwlT 

<.u i..*" ''"•"^^y oppoiid to incow-continfcnt lount. Th« firnt problia 
borrowr. do not .nd o«„,ot to.« how «,ch it" ill coVt to 

ownot know how auch th«ir tducation will .vMtuilly ooit thee. It t»i«v 

int.Ulfl.nt ind infonad -coit-bcnoflt" .nilyMi. Ih.y o»nnot ...o.. thV 
'^ll T °' i"'*i«'"n' of wid.ly diff,r.nt «,.t" b.cM« 

oTi:ur."iv?th"i'c.^.' " " 

"""^ y*"' «"l«««««ly «•«' th.t th. tot.l p^nt. f" 
r fortv^ta Will b« gr..t.r thw th. p.ytnt. ud« <or rflV.d- 

p.ym.nt low, .t th. int.r..t c.t... It i. livr..ibl"to ..c.VthV 
~th.».tlc. Of th. "PRT «»..tion- (rrincip.1 tiM. tat. tl».. ".j;, ^.'i' 
•GO. point int.re.t i. for.gon.. . portion of th. »rinQip.l i. forglSSTor 
Ii« ooll.p..d. m,on .tud.nt low, eo.t eoro. th.n .e to., th. .'uclwon 

Ir.'p^JJno ^^Tk*"'' '^^^^ i" .iud.". 

«• p.ymg ■o.t of th.ir co.t. through .n incoM-oontinatnt lowi orsoru *n<i 

e. nnot c.lcul.t, th.ir tru. -n.t co.t." of .duc.tion, it 1. .."i.rTo «i« 
th. »o-c»ll«d ".ticker pric." for th»B. 

< »*"-««^ie>"--« Scholarship propo..l addra.... thi. i..u( by r.aulrlno 

insti . union, to :ustify coat lncr....g thst .r. gro.t.r thj, th, incr.«a "n 
th. hiqher .duc.t-.on pric. Indax. But if .11 In.titutlon. .p.nd\ijre bVca""* 

pric. ind.x*., .nd tuitions, will rl.a. Thu. thi. provi.ion of tha bill 

«s«c.' ^.«'«;'V '^"r""' " ~" "« «> inatitution'. .tiiint. 

fin.nca aubatantl.l portiona of their coata through incOM-contingant loana 
than coata to all atud.nta ar. wr. lllcoly to riai. It ik not ifficult 
anvialon aituatlona in which inatitution. raia. chargaa to all atuint, in 
Jljounta that aubatantially raduc. the purchaaing pa/ar of other twaa of 

f. «J«r.l fin.nci.l .id. .uch .. P.ll at*nt, Md W.>.nt.l Muc.^on.1 
Opportunity Or.nt.. Highor tuition, al.o « diflAnutrn in "?u. 0I it.t. 
forc.d into harrowing to p.y for th.ir tducation. .«q.n« «r« 

Khan th. IDEA propo..! w.. introduced in th. S.n.ta. i c(«p.r.d borrow.r 
Vi»l L:"'^ '"'"u? *»•. Jt.fford I^.Tpr4r« lie 

ei^;? i.?-"^"' P""*" '"0 IDEA propo.al. knd th. S.lf-fiali.^c. 

S*olar.hip proposal, i. that interest accrue, while borrowers .rrinLool 
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(Tha 9ov«rnMnt pnys the ln-«chool interest und«x thr Stafford Loan program.) 
Accruing intaroBt at 0 p«retnt p«r ynur on SIO,000 borrowtd at S2,500 p«r year 
for four y«ari of undirgraduatc study rtsuitv in borrowara Itaving school 
owing S 12, 166 rathar than S 10. 000. alrK^at a 22 parcent graattr d«bt. 

Wa know that %Xl undvrgraduato borrowars won't ba in achool for four 
yeara, ao not all would axparlanci a 22 p«rcent incraaaa in indabtadnaaa under 
IDEA and the SRS. However, considering their debt and tha nuffbera of years 
they spent in achool, tha PennaylvaniA undergraduatea who entered rapayioent on 
Stafford Loans in m 1991 would have owed 9363 million, rather than $322 
million, If their ioen interest had accrued while they were In school. That 
difference Is about 19 percent. Therefore, it la aafe to aaauaa that 
borrowing netionwido under th« IDEA and SRS propoaala will very likely 
increese undergreduate debt Itvola by at leeet 15 percent oven if studanta 
borrow the aawe amounta they borrowed under the Stafford Loan prograa , Xf the 
borrower a attend gredu^ita school, their debts will increase even more 
dramatically, by at loeat 25 percent i 

When senators Sltnon and Durcnburger raUtised taateriala supporting XOEA, 
thoy identified four initial-year Income levels to cover the majority of 
students: $9,750, $13,000. $26,000 and $36,000. I think theae income levels 
are reasonably representative of thv kinds oi' eerningii undergraduates can 
expect when they leave school. 

X aesuned thet all students would borrow S10,00O. Using the IDEA 
formulae end assuming that all borrowers' Incomes would grow by S percent per 
year during their rcpeyment years, I found that chose borrowers who start our. 
earning $9,750 will make payments for 25 years totaling $27,288. This is 61 
pereent mora than thuy would have paid £or « $10,000 Stafford loan. At the 
end of 25 yeers. these borrower) wxll still cwc $14,650 cn their principel 
plus interest. The governir.«tit would forgive this amount, meaning that It 
would forgive about 46 percent more than the borrowers received for their 
education. 

The borrowers who initio] ly cerr S13,000 would make payments for 25 years 
totaling $27,518, 83 percent tnort: thjn they would have paid for Stafford Loans 
end nearly three times what they originaUv borrowed . And the government 
would have to forgive $9,218 in regaining principal and inturest payronts for 
these borrowers. 

The borrowers who initially earn $26,000 repey $22,028. 46 percent nore 
than they would have paid for f.tiifford Loans and more Chan twice what tf^ty 
orxglnelly borrowed. The more fortunate borrowers who initially earn $36,000 
would repay $18,956, about 26 percent more then they would have paid for 
Stafford Uans. Fig\}re One graphically illustrates the comparison of borrower' 
coats for the four groups. 

Figure Two Is avy« mor* ccnp*ilinq, displaying the cumulative payments 
made and reinaining balances on SIC.OCO after ten year^ of payments. At the 
end of ten years, the borrowers would have repaid their Steftord loMti with 
$15,052. The borrowers who itntiitlly earned only $9,750 will have paid $7,751 
on IDEA loons at the end of ttin y^ars, but they would still owe more than the 
borrowers who .^.ad already paid thiir Stafford Loans in fui;.. The situation 
for the borrowers who initially earn 513,000 is not much bettar. At the end 
of ten yeers they will have paid $9,133 but still ow« $13,263. 




Figure One 
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Figure Tho 



CUMULATIVE PAYMENTS MADE AND REMAINING 

BALANCES ON $10,000 GSL AND IDEA LOANS 
AFTER 10 YEARS OF PAYMENTS 
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Th« borrawars who initi«ny ,arn S26.000 will havi paid only 60 percent 
*!nTl.*"», nVn Stitford \o»M. But thty would 

tuiit «t »« 1°' " " «he Stafford Low borrow.r. p.id to 

r^! ^"^"•"i' ""^ »»'000 ""1 hav« iwid only 1748 Mri tJun thi itnfford 
ptt^oi^uT"" """^ "** int.t"t 

wouid"i^/k ^'n""' pijn-int« for ttifford and lot* loam 

would look ovar rtp»ymBnt ptriod« of fiv«, ten. fiftt.n, tw.nty u,d 

four IDM borrflv«r ,roup. will hav. paid lo.. th.n thoy would h.vo ilid for 

"^^^y^l'd .tlrtuUlTliji^ ""^ 

«« diffar.nt from lOtt't. »ut tht borrowirt will ttill hav« to pty nere for 

to rU'/Mnt^^r..''^ """.'"J p*y«ntr$.~ 1 r 

« ««:„r=*M;" "h'n «"« borrower.' ineow. -.re not than 

66 p«rc*nt of the .vtraf. froi* incon. of individual! with eollyga tdue.tionV 

""^ Cnau. fro. th. m,tt rtctnt d!I?" 

Jhouah in' in'^^^f/", P'ynents will ba 5 ptrcint of th«t .nount, .van 

X'I;t\^\;V;v."rV,.'" •"b.t.nti.lly l„. than 66 

In iSM, tha avtrag* ineoat of all p<raont with four or nor« veari of 

Hr'^Jlr I'*'"" """^ ' P*"*"' '",785, or ^tmViT.Ui 

'rHila lLr. X "t*"* borrow.r. with incoM. balow »S3,7e5 wlil bV 

?i^:^rTi\.r tirry"/ucrbir/or.^ - - 
ri^l?i-t:T*^^^^^^^^ 

th. iviraf* ineoM for college graduate*, than their naxinu. payMnt. cannot 

Sn«n» „; «: n.,°"T" '"la a»>unt h«e to pay <Sly 5 

' ,A fM y'"- ■"'i* «•«» <*« borrowers «roing 
eonaiderably aore than »54,000 will pey 1^ th«^ 5 percent of tlvTir earn",, 
A propoaal that requlree finencielly han-diTapT^d borrowete to devote Sr"et2I 
proportion, of their earning, to loan p.yn^nt. thai, it require, of" he ,^,t 
Io"";L,. " -f^'" <" """"""•I i«co«-coSSl...^nt 

Ueing th. four initial-yeer incone group* Identified for iijea loane. I 
Scholarlhip. program. The tatult. are diaplayed in table i. «"'^oe 

Four thing, in thl. teble urc noteworthy. Fir.t, all four borrower 
group, pay gSSS. for their SFS loen. than they «6uld pey Wt thVlr sl^ilU 
loan., second, the m r.pay^nt .chedule, lite the IDEA achSSSl^ "eluir" 
the two lowe.t initial-.ncOBe groupt to pay »ore for their lounV thw it 
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Figure Three 



GUMULJ\Tiy/E AMOUNTS 
QSL. & tDEJK L.OAMS, 

$27,500 



PJMD OA/ 
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5 Years 10 Years 15 Years 20 Years 25 Years 
INCOMES FOR INITIAL REPAYMENT YEAR 

M GSL ^ $9,750^ $13,000 □ $26,000 □ $36,000 
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T0Jt>Jlt 4 

Co«parX«on» ot HtpayiMnt*; For $10 » 000 In 
SUfford Lowi and S«lf-RtUw»cc SchoUrshipi 
U)«nt. By Borrow«jf«« Initial ytar inconas 
FFV 1987 to m 1991 
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rtquirti o£ thu two highttt incom* qroupu. Third* tht ptoportlont o£ earningt 
a«vot«a to Xotn ptytiitntt for the lowor-incow 9RB borrowers will b« only 
•li9htly Ittt than tht proporttont thay would dfvote to rtptyin^ Stafford 
loMt «nd thty will bf payinq tor fou r additional vtare* rourth, the two 
hiyheet income SW borrower 9"«PH have to uee jremtfr proportione of tbelr 
eerniAge to eaortise their SM loans then they would Stafford Loans. The 
pereenta9e differeneee here ere odmittedly ellflht, but they still ere greater 
for SBS loans, atiother feature thst should not occur in sn incoflae-contingent 
loan progrw purported to valet loon psywents less burdenso«. 

Xt it oltar that borrowtrs with b«low-averag« esrnings will psy aort for 
IDEA and «M leant, in absolute dollars end proportions of their inoones* than 
will their loore effluent peers. In the Stsfford Losn program, borrowere with 
below-average esmings pay the saiM o» everyone. That lower-income borrowers 
pay more hae different effects on different borrower groups. Becsuse they 
will earn Ussr females will pay mora for their loons than males. Ae Tsble 5 
thowt* they will also psy s grtsttr porcontage of their ineomee for their 
loans. Note thst over half the females would hsve hsd minimum SKS loen 
payments of more than 5 percent of their incomes. About one-third of the 
msles would hove experienced euch a situation* 

Hinority group mes^ere '♦ilJ pay more for their loans than will white 
etudente. Borrowere who enter lower-paying profeesions, euch as teschlng, 
nursing or the ministry, will pay mors for their IDEA and «H8 loans then will 
borrowers who enter the higher-spaying professions, euch as businees 
sdminietration, engineering and law. Rsther than reducing the dieincantlve to 
borrow when a etudent is considering s career in a lower-psying occupstlon* 
both propossls sdd to the dieincentive end exaccrbste the negative efCecte of 
educstion costs o?i choices of inetltutions* majors and future careers. 

Seme believe that income-contingent loans will iolve the default problem. 
Thle ie wiehful thinking. Borrowers default on their losns primarily becauee 
they do not have enough money to make the losn psyments. The education end 
trsining def suiter e psid for with loans did not sufficiently enhsnce their 
ability to earn enough additional money to repay their loans. And this 
generalisation sppliee et ell levels of poeteecondary education. When 
etudent e borrow small amount e to pay for vocational training and no Jobs are 
availsble or the available jobs have low esisries, they are very likely to 
def suit. When students borrow thoussnds of dollars to attend grsduate school 
and their consequent earnings do not increase enough to cover the debt, thoy 
are likely to default. 

lending atudenta money through income-contingent loan programb aeeumes 
that all borrowers will have iiicomfts. As wi eaw in Table 2, 6.8 percent of 
four-yesr college greduotes betwtsn ^g^s 25 and 34 had no esrnings in 1989 snd 
anothtr 16.2 percent uarned under S12,500. Oiv\ng etudents income-contingent 
loane will not ensure that they hove incomes, tir incomes substantial enough to 
smortite their losne. 

Income-contingent loan programb can help reduce borrowere* debt burdene 
when they experience lower oarninqi". But so can forbearances, deftrmtnts, and 
graduated repayment schedules off^rftd through the Current Guaranteed Student 
Iioan Froqreme. 
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•l«Dl5^«!«iiSa ^" • ""<-"P*y»nt loin p>09r.m, by 

dtolund in dtf.ult w* (xtindia from lao (iayl to 160 d.yt . £« v-.m.^ 
th^ nu.b^. ot a.f.ult.r. un low. ,u««t..d by nuTuil b^Z-^l^' 

=%v^;i.:%f:rxvi*^:/"e?„j;-ir^^^^^^^^^^^ ^^^--''^ 

•••urlng Uwt tho adueatlon m4 training p«id tot wiU low. i. of th. h«JL« 
.o.d«»io, .«:io.cono«ic ,r oth.r di«biiiti„ to iSt th.ir ,«o.... 

■orning. i hop* they have haipcd you. r«»«rKi tni« 
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Mr. Miller. Thank you, and thank you to all of the panels. I ap- 
preciate all of the testimony. I think it raises a number of issues 
with respect to the income-contingent programs that we have. I 
think it also raises many of those same issues that exist in the cur- 
rent system. 

The education and the knowledi^e and the choice available to 
people { they seek loans is something that many of us have sought 
to improve, whether they're seeking a loan at a bank, or a student 
loan, or car loan, or credit card application, or what have you; we 
all would prefer to have better informed consumers of credit. 

I think that's true of the current programs. The question of what 
kind of education we provide and what kind of opp^ tunity they 
are buying with the loan goes to the current program. This com- 
mittee has been saddled and this program has been saddled with 
one schlock operation after another that has sought nothing to do 
than to get that loan transferred from the student to the institu- 
tion and abscond with it without leaving behind not only an educa- 
tion, but also an indebted student. I don't think that that's neces- 
sarily changed by these two programs. 

I think also I would hope that the people would recognize that 
this universe is somewhat larger than some of the testimony was 
directed at. If I'm working at GWA today or I'm working at 
Macy's, I'm starting to think that I may have a year or 2 years 
time in which I may want to make a change in my career. 

I also may not have the household income to go out and to imme- 
diately finance that education opportunity, whether it's a commu- 
nity college or training facility or to get an advanced degree in 
something I've already been trained in. 1 think that the income- 
contingent loan speaks to that issue somewhat better than the cur- 
rent programs. 

The fact is, as we have witnessed over the last several years, mil- 
lions of people who never thought they'd be in that situation, who 
have already completed a good portion of their education, now find 
that they may, in fact, have to acquire additional skills to move to 
another segment of our economy. It's keeping that in mind with 
this program. 

The question of which arrow do you pick out of the quiver m 
terms of trying to finance that education is obviously one that that 
individual is going to have to make. I think it's important that vfe 
make sure that we put that financing in place so that they can in 
fact do that. 

We all know that credit is very cruel to low income people. 
There's nothing friendly about a VISA card to a low-income 
person. But the low-income person may also understand that there 
may be no other way to acquire the necessity that they need other 
than to engage in that credit activity. If they pay it off over a 
longer period of time, they are going to pay more for that product 
than somebody who could walk in and pay cash. 

That is a reality of the marketplace. Again, we go back and say 
we should try to educate people not to make that choice if they 
don't have to make that choice. 

But I think, clearly, that we need a wider array of financing 
mechanisms for higher education so that people can make those 
choices. 1 take the criticism in the sincerest fashic i. I think clearly 



tWfl*;-rfS?" »nyfl( are suggesting this is the last word or 

the intent isThere.'' ^ P^«*' I think that 

*y.t^T' ^ « person who makes the decision to engage in 

this loan actmty and then to go through the education may find 
.vf^-f'' ^^^^ 2 or 3 years of educat?on^ that 

Sn not to wor°k " "^""^"^ ^ ^^"^'"^ in the dS 

tl,3nnl^ ^f^"'^*^^"^ inconsistent about those two disciplines. To go 
i„o«?-^ ft discipline of completing your education, there's So 
Sr Pol^'^ "^^^ r"^^ ^° ^ suggest that that's a 

h,«?n SPf ^" • ^ program I think defies 

our historical experience as to why people default. They are 

t^omiK^ayt^^^^^^^ ^'^^ ^^"^^^^ -»^--ithal 
Mr. Petri? 

tinn «■ P^?'' ^^l*'- Chairman. I have all kinds of ques- 

tions, and 1 11 try to restrict myself to just a few. I want to join you 

Pffnrt^?w^fr'' ^T- f""" spending this time with us and for the 
fil K ii !u ^"^ preparing their testimony and studying 

Jlith you ^ ^""'^ *° continuing to wo?k 

m^bp ^^whoipL^Pf T'^^ ""^^^ ^ *^°"g^* a qualified or 
irfpA wn ^^°lehearted endorsement at least of one part of the 

in^l^i;"^^'? ^ ^'""^ option of switehing over to 

an income-contingent repayment of their existing Stofford Loans. 

Mr. Landres and Ms. Leyton both, as students you're having to 
P«y f9r education and a lot of other expenses, including cominf to 
Washington and test fying, out of your own ^ket. I k^ow Tt^s a 
Clp^^T'"' '° ^ ' "° it. B^in your c^e Mr 

LhpHnlpH ^^"Pie 0^ tinges because we've re- 

n«.ffw hearings. So, I'm glad that it has finally come to 

pass that you were able to present your testimony and did so quite 

comren\Vih«^ig'''^,?^" ^" opportunity to respond to some of tht 
IDEA w^lH yl n^/ -^'''''' Particularly his assertion that 

« -^^u ""^^^^ because it would require a longer repayment 
period than the current GSL programs. repayment 
We re not substituting one for another; we're simply presenting 

ttafc^ould'^b^.,'? '^r^: to SStow 

that could be unfair, but I wonder if I could ask which repayment 

S to"choose ""'"""^ ^''^ wouW p?efer?aey 

Mr. Landres. Well, I think that before I answer, I just want to 
S^Jwff «PP^e"«tr again to you, and Mr. Millar ind M? An° 
After an' wpVp?^ ^'^^ ^ "^^^ *° ^^^ar f^om studente. 

to do a liWTp ms,lttf''°"'"'"l^^^^ "^'^ proposal, and it's always nice 
to do a little market research before you go forward. 

rprn?^"K f f1?"''®/u'''*^ students their choices, basically the con- 

nobcJv wantl fn^/^^* ^^"^ ^^P«yi"g n^ore"^ I mean, 

nobody wants to pay more money. That's the bottom line. But with 

f?Jti%'n?,"^ bankruptey go up, we've seen credit card d " 

tauits go up, we re in a recession in which recovery is crippled by 
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consumer debt and liability to pay back student debt. There is a 
fear of defaulting out there that is incredible. 

People look at paying more longer as sort of an insurance bet. 
Nobody likes to do it, but when it's a choice, when it's not a forced 
option, when you can move into the income-contingent program at 
any time during your repayment, that really opens up the system 
for people that there isn t right now. The real point that needs to 
be made here is you're increasing access, you're increasing choice. 

The IDEA plan would really make it possible for people to con- 
sider what they want to do. They have their Stafford Loans. They 
have their Perkins Loans, though that's less of an issue. They have 
their IDEA Loans. They really feel strongly that they want some 
kind of protection out there because it's a harsh world they're 
going into when they graduate. All bets are off as to income and as 
to success. If they have to pay a little more, they're willing to do it 
if it means that their credit ratings will stay good for as long as 
possible. 

Mr. Petri. Thank you. Mr. Hauptman, I had a couple of com- 
ments and questions. One is, so far as negative amortization is con- 
cerned, what's really wrong with negative amortization if you 
never have to pay the extra interest if you can't afford it? Why 
should people who live ordinary middle-class lives pay extra to sub- 
sidize someone who goofs off for 10 years or joins some Ashram in 
the Himalayas or whatever, and then goes to Wall Street and 
makes a lot of money? 

Mr. Hauptman. Well, there's two parts to the question. I think a 
lot of people would object to paying more for their loan to pay for 
somebody who goofs off and never ends up repaying it. So, that is 
the reason why I don't think the cross subsidy would be viewed fa- 
vorably, 

In terms of the negative amortization, what do you do with low 
income borrowers? I think there's a general predilection against 
the notion that what somebody borrows ends up growing over a 
period of time, and the fact that you're going to forgive it at the 
end of 20 or 25 years is a difficult point to sell. 

I guess I would come back with the question: Why have the nega- 
tive amortization? I think the answer is because we're trying to 
make the system self-financing. What I'm arguing is the cost of 
subsidizing those low income borrowers by not putting in negative 
amortization is not that high to incur the kinds of bad affects that 
would occur under it. 

Mr. Petri. Well, I guess the point of my question is that without 
negative amortization we're not only subsidizing low income bor- 
rowers; we*re subsidizing conceivably very high income borrowers 
because people don't eaVn the same amounts every year of their 
lives. Someone may take a couple years off to have a lifetime expe- 
rience and then go on and make big bucks, and they've got a subsi- 
dy for those low income years if you forgive rather than capitalize 
that interest. 

So, my argument is that it's more just to forgive at the end of a 
long period of time rather than each year, since you have a lot of 
funny transfer payments if you do it on an annual basis, 

Mr. Hauptman. Valid point. 
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f hSJ u ot^er things. I've argued repeatedly 

that the in-school interest subsidy is regressive Swe tK who 
stay in schoo the longest and, therefore! hfvrthrhiSSst l^^^ 
comes statistically, receive the most subsidrWoSldi^tt 

thf^'(iSmSl''J?i;i^k^hi^,."';'* «»?ething I would encourage 
over a penoa ot time, and the government would nick ud thp othpr 

Mr. Hauptman. That's another way of doing it 
4 wJ^£u&rovr&^^^^^^^^ - '"at I 

accrL of tate^t * ^ """^ 'o ''™<"» *« 

8ionj JtetfL,tl3"l*°"';y^ "•'"k the health profes- 

incomlS^tivrp o'S UwSk "r^h^^™"^'"" ^^^'^ «» 
»ould be inteM «"■• «=l>ools 

tha? r,7^I }^£"l^'ft^^"^ ^'f'^-J something 
yoSf/tetoJn^te ' ' ™'''<' you for 
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trying to analyze it, we sort of have a fundamental analytical dif- 
ference over how you account for the time value of money and 
whether a dollar today is worth the same as a dollar in 20 years, or 
whether vou ought to discount future costs because there's a differ- 
ence, and that ^ou don t do. 

Your analysis tends to, I think, distort or mislead the analysis 
Because you re not really comparing similar values if you don't dis- 
count. 

You give us an example on, I think, the middle of page 3, of a 
borrower who you say would have $14,650 forgiven at the end of 25 
Cw;r<i!?ten'* have cost the government less to give the 

borrower $10,000 outright. Have you actually done the math on 
that.' According to my calculation, the present value of $14,650 in 

Z'l7\st^mr^T^^^ 

When you consider all the payments that the borrower did make 

r^^l li o^^^'^'u^.^^T^h^* P""^®"* value is, according to our 
tigure, a $1,201 subsidy. In contrast, the subsidy in the SLS vro- 

}f T??S? u" °^ ^^'600 on this $10,000 loan. So, 

even if all IDEA borrowers turn out to be low income, the cost t<J 
Ihl ?nl^f Tlfo actually be 25 percent less per loan than in 

the current SLS program, but that subsidy would go to low-income 
borrowers insteatfof to middlemen and to defaulter 
thhJg?^^" ^^^^ ^ comment on that? Have I missed some- 

Mr. Davis. What is an SLS borrower? 

Mr. Petri. Suppleinental Loan Program. Well, let me just add 

Twi'^^.P^'^^fP^^ ^5^®'"' °" P^Se 3, you talk about discounting. 
1 here you say if one discounts the present value of $10,000 orid- 
w= «r?l'"°'^^' the government niiglit be forgiving fewer real dol- 
fewe? ^^^^^ originally loaned, but not much 

^.vnm^it"^' i* js. "»"ch fewer because the net present value of that 
example would be a subsidy of about $650 according to our figures, 
l^nf th""" k!* ^' ^ *hink you're tending to magnify the 
Jthiri *he problem by not using the discounted value over time, 
which, really, students and borrowers have to do. 
fici,"i ° * l"" comment, you say that it's impossible for people to 
rS^L out how much they're going to owe because of income con- 
nnf^fS, f certainly can figure out the range and the buy- 
out feature if their income should soar. So, if they're buying an in- 

^t^^%^^''h^^fl *^^y''e paying (or that pretty defi- 

nitely. It s not just totally uncertain at all. 

f, J,rf parameters. You could not put an exact dollar 
?" what It IS, but you certainly could malce the self-interest 
WP n«n*in" ^J'* pretty roughly; right? That's about the best 
we can do in life in most of the decisions that we make. 
oW i„5'^T- they could? See, I don't think an 18-year- 

niv,^ *u " Z^".?^*^® ^ decision on an income-contingent loan be- 
Th/v S tf^ know what the X is in the variable, their incoml. 
«S r " °^ ^hat that could be. I say this from a view- 

point ot having been an admissions and financial aid officer. 
loinTnlj^T'* ^t"^f"ts like crazy with an income-contingent 
loan program because it would not~I would tell them it's not going 
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to cost them a lot. IV& going to cost you 1 percent of your income. 
It's for the rest of your life, but it's only 1 percent. They're not 
going to have any notion of what their income is going to be. Now, 
a person of our age, being a little bit more sophisticated, might be 
a little less easily swaved bv this. 

Mr. Petri. Ma^be they shouldn't be allowed to choose which col- 
lege thev go to either, then. 

Would you care to respond to that? 

Mr. Landres. Yes. I would like, with the leave of the committee, 
to introduce my partner who is sitting right in the front row in the 
brown suit right over there. His name is Lee McAdams. He's also a 
sophomore at Columbia and he has a very high number of loans. I 
think I started talking to Lee about income-contingent loans a few 
days ago when we finalized the decision to come down here. 

I don't know how much time he put in when he was first apply- 
ing to college, looking at the various financial aid options, but it s 
my sense that he's a pretty good judge of what's best for him. I 
mean, he managed to choose Columbia. He managed to come up 
with a financial aid package that he's comfortable with. 

I do resent the implication that 18 year olds who can fight and 
die for their country in the Persian Gulf can't make a decision 
about taking out student loans. We're required to make all sorts of 
judgments; where we're going to go, what we're going to eat, what 
we're going to study, what we're going to do. We might as well go 
to sort of a Soviet system where the government makes the deci- 
sion of what you study, where you study, how much you make, 
where you live. We don't live in that kind of society. I think that 
we're perfectly capable of making c ur own choices. 

Ms. Leyton. I'd also like to respond to that. In saying that it's 
important for students to be able to make a conscious choice to 
enter into this kind of program, we're not at all saying that stu- 
dents aren't prepared to make this kind of decision or that an 18 
year old doesn't look at their options seriously and doesn't look at 
the costs of education and what benefits they will reap. 

In addition, Mr. Miller's point is well taken, that many students 
today, including a number of the students that we represent are 
nontraditional students who aren't 18 years old, who are older stu- 
dents that are re-entering college. But there are a number of prob- 
lems that students encounter when trying to make these decisions 
about what kinds of loans they're going to enter into. 

They are often not notified of the full terms of the loans or they 
are presented with confusing answers about what their total debt 
will be, particularly with some of the uncertainty that revolves 
around a contingent loan repayment plan. Students don't know 
w;hat their postgraduation income will be and have a definite right, 
given these economic times, to be very fearful of how much they'll 
be able to make after college. 

So, students have a number of legitimate concerns which make 
income-contingent loan repayments very appealing. When we 
began discussing this with our board of directors and with students 
all over the country, people are very interested in looking at ways 
that loan program repayment can be more income sensitive. How- 
ever, affordability of payments is not the only concern of today's 
students. 
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Students are also concerned about total loan debt. They are con- 
cerned about the length of time that they will have to repay their 
loans. Many of the students who are involved with USSA and who 
we ye spoken to are very concerned that they can see themselves 
falling into a 25-year repayment plan because they are concerned 
about the postgraduation income, because it will be more afford- 
able for them and enter into something that will leave them 
having^ to pay much more back and over a longer period of time. 

That s not at all to say that those students made a poor decision, 
but it 8 to say that those choices should be made when students 
have the opportunity to have the full information and also when 
they know what their postgraduation income will be in a process 
that IS much more conscious, such as through a petitioning process. 

Mr. Petri. Thank you. 

Mr. Andrews, [presiding] Thank you very much. I just want to 
conclude the hearing with a few questions. Before I do, I want to 
^ain thank Congressman Petri for his persistence in this idea. I 
think that at the end of this reauthorization the financial aid loan 
system is going to be fundamentally different than it was before it 
started. I hope it will be for the best, because I know a lot of people 
with good intentions are trying to make that happen. 

J J^^'S® P^'^' th^t difference will be a result of ^ our persistence 
and diligence in this issue. As a fellow member of the subcommit- 
tee, I appreciate all you've done and your inspiration for having 
today s hearing. I very much appreciate it. I also want to thank the 
last panel. We stayed because we know that the last panel is 
always the best panel. We all knew what the other guys were going 
to say, but you, ladies and gentlemen have distinctive points of 
view. 

Mr. Landres, I appreciate the student point of view you present 
helpful "^^^^^ options are available. I thought it was very 

Ms. Leyton, I'm particularly grateful that you created a distinc- 
tion between the issue of where we raise the capital to run these 
programs and then how we collect the loans at the back end be- 
cause those are distinctly different legislative and political issues. 

Mr. Hauptman, I will refer to your chart on many an occasion. It 
IS the most concise and comprehensive presentation of the varying 
proposals I ve seen. I hope that we have your permission to share it 
with the other members on a regular basis because it's very help- 
Mr. Hauptman. Surely, Mr. Chairman. The one caveat is that 
the proposals are changing from time to time. Ihe way I character- 
ize it, some of the proposals are no longer accurate. 

Mr. Andrews. We understand that as far as today's date, but it 
IS an extremely helpful way of organizing the issues and the an- 
swers. 

Mr. Sears, you pointed out an iasue that has particular import to 
those in medical education which I've heard about from people in 
my State as well. I hope that there is commitment on both sides of 
the aisle to address that as the reauthorization moves to the floor, 
30th°d dr hoP®f""y' to enactment prior to the September 
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Dr. Davis, I thought one excellent poii.t in your presentation was 
that youVe quantified a lot of the rhetorical conclusions people 
draw about the debt burden. It's very easy to oversimplify that 
issue. I found it instructive and, frankly, unique to be able to see 
your analysis laid out the way it was with respect to what incomes 
people are earning and how much they cost. 

I want to come back to one point that you made about your argu- 
ments in opposition to income-sensitive repayment. I think it 
makes sense intuitively that 

Mr. Davis. Tm sorry. I am opposed to income-contingent loan re- 
payments, not necessarily income-sensitive. 

Mr. Andrews. Okay. I stand corrected. One of the arguments 
that you make in opposition to the ideas we're talking alwut this 
morning is whether or not the prototypical freshman borrower can 
make an informed decision about what to do. i take your com- 
ments, frankly, as saying that you're not casting any aspersions 
about the maturity or intellect of the decisionmaker; you're saying 
that the variables are not present to make an informed decision. 

You could have the chair of Sallie Mae make these decisions, but 
that person may not have all the facts. I understand that. 

Mr. Davis. 1 tried to imagine myself making the decision be- 
tween buying two homes, two different priced homes, within an 
income-contingent mortgage. I pretty much know what my income 
stream is going to be like. A person who is 22 years old doesn't. 

Mr. Andrews. That sort of leads to my question which is: can't 
we address that concern by moving the date of the election, as to 
what the repayment schedule would be, to after graduation when 
the person does have a sense of what he or she is going to make? 

I mean, you can sign the note when you're a freshman, and then 
make an election 8 months, 9 months after graduation, when 
you've taken your job or you have a sense of what your income is 
going to be. Couldn't we address it that way, and also by providing 
for some reasonable number of changes during the repayment 
period? 

If I get a raise— which, as a member of Congress, I certainly 
won t be gettinf? in the near future, this being an election year — 
but if we get a raise, we have the opportunity to readjust our 
thinking and change the repayment schedule. Can't we address 
that problem that way? 

Mr. Davis. It's possible, yes. 

Mr. Andrews. Because it would strike me as being relatively 
simple administratively. It would require one more stop in the 
process of collection, I suppose. Before you begin repayment, you 
would make the election. Is there any reason why we shouldn't do 
that? 

Mr. Davis. You would drive the people crazy who were servicing 

the loans. But other than that, that's no 

Mr. Andrews. We've probably done that to a fair extent already. 
Mr. Davis. Right. 

Mr. Andrews. It's reallv sort of analogous to what Congressman 
Petri said about making choices here. If you carry the thinking for- 
ward, that borrowers may not have all the data to make an intelli- 
gent choice and that they will wind up with larger debts through 
negative amortization or whatever, shouldn't we in the FHA home 
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mortgage program mandate that people borrow for 15-year mort- 
gages instead of 30? I mean, is that any different than the argu- 
ment that you re making this morning? 

. Mr. Davis. I'm not sure. Your FHA repayments are not based on 
income-contingency, right, in their low income? 
Mr. Andrews. That's correct. 

Mr. Davis. And all you're doing is reducing their payments, their 
total payments, by making them every 15 years payout? 

Mr. Andrews. It's always smarter to repay a mortgage in 15 
years than 30. It costs less out of pocket. It's a Feder^ly-guaran- 
teed program. Why don't we mandate that? 

Mr. Davis. In a student loan program? 

Mr. Andrews. No, in FHA housing. I mean, doesn't the same ra- 
tionale carry forward? 

Mr. Davis. No, I don't think so. I'm not sure. I guess I'm missing 
the connection you re trying to make between home mortgages and 
student loans. 

Mr. Andrews. Well, if I understand the argument correctly, it's 
that you have a concern, which I think is a very valid one, that 
borrowers who are at the beginning of their educational process, 
the 18-year-old prototypical borrower, who, by the way, isn't at all 
the prototypical borrower, as you well know, but that individual is 
not going to have the data about how much money he or she is 
going to make. I m suggesting we can address that by letting that 
election take place when you generally know how much money 
you re going to make, after you've graduated and gotten a job. 

becondly, you re making the argument that-and correct me if 
1 m misphrasmg it— people are going to be prone to make unwise 
choices. They are going to be prone to make choices that minimize 
tneir payments m the short run, but balloon the overall obligation 
over time. Well, the same argument would hold in the home mort- 
gage progi'am. 

Mr. Davis. I don't think, in my testimony, T thought of the idea 
ot making an unwise choice and borrowing more than they should. 
1 tmnk what my m^or concern was, as I was thinking about this 
and writing about it, was that the choices would be uninformed 
and that they wouldn't be able to consider, you know, the various 
alternatives between going to, say, a low-cost college versus a 
higher cost college. 

My other concern when thinking about all this and writing about 
It IS that with the income-contingent loan, it seemed to me that 
people whose education did not pay off to the extent that it pays off 
lor other people, males versus females, would have to pay more 
through an income-contingent loan program, more in absolute dol- 
SSiii^!'' ^ ^ "° females from paying more in pro- 

portion to their income unless you raise or somehow equalize fe- 
males incomes. I m concerned about that part of it. 

The other thing that bothers me is that usually, if you look at— 
and 1 don t have a lot of information or data to support this conten- 
tion, just some stuff that we did in Pennsylvania— but if you look 

fim^f bLk^oJndl. "'"^"y 

A Bachelor's degree doesn't level the playing field as far as in- 
comes are concerned. So, not only did the person go through school 
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financially handicapped, now he's graduated and you place a long- 
term handicap on him that is not equivalent to his more affluent 
peers. That's a thing that bothers me about these programs. 

Mr. Andrews. The reference I was making is on page 3 of your 
written statement where you say virtually all income^jontingent 
loan programs allow, if not encourage, borrowers to incur larger 
debts than fixed payment programs. Larger debts are made possi- 
ble because pa)mients frequently represent smaller proportions of 
borrower's incomes upon graduation when earnings are lower. 

But, smaller loan payments made over many more years ulti- 
mately mean that the total payments for a given amount borrowed 
will be greater than the payments made for a fixed payment loan 
at the same interest rates. What I'm saying, what I think C!ongress- 
man Petri was alluding to earlier, is shouldn't that be a choice that 
the individual borrower gete to make for himself or herself through 
the offering of the income-sensitive or income-contingent loan? 

Mr. Davis. As opposed to a fixed loan or in parallel? You could 
make your choice one way or the other; right? 

Mr. Andrews. Yes. 

Mr. Davis. Sure. I don't have any problem with that. What I 
have is a problem substituting the income-contingent loan for an- 
other kind, for a fixed repayment loan. 

Mr. Andrews. Would you support legislation that would give 
that option to the student between fixed payment and income sen- 
sitive, which is what the House bill looks like? 

Mr. Davis. Assuming that the student would be told the kinds of 
things that he is told when he enters what we call the entrance 
interviews, when you accept your Stafford Loans. Assuming that 
the student has a chance to make an informed choice. He has some 
notion of what income streams are going to be like in the future, 
some notion of what choices of jobs are going to be, and things like 
that. 

Mr. Andrews. I appreciate that. I think the way we could accom- 
plish that would be, as I say, move that election date later in the 
process when the person is graduated and has an idea of what his 
or her income will be. With that modification, I think it would 
work. 

Mr. Hauptman, did you want to comment? 

Mr. Hauptman. Yes. Thank you, Mr. Andrews. A!:solutely 
moving the point of decision from the time of the loan to the point 
of V hen the repayment starts is the whole point behind the flexible 
pajment option that I was talking about. The question back to you 
woiild be: What options are you providing to the borrower at the 
time when repayment starts? 

If I take your last comment, you would offer them an option be- 
tween amortized payments or regular payment or some sort of 
graduated or income-contingent, according to negotiation between 
whoever has the loan at that point. That's exactly what I was 
trying to say. 

The one point I would add to your comment, though, if you do 
that and the bank still holds the loan, that increases the cost to the 
government of taking the election other than the lO-year straight 
repayment. 
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fhSf'f'kl^^^l^ J suggestions as to how we can see 

that the banks don't hold the loans? 

Mr. Hauptman. Yes. There should be another agency involved 
which IS responsible for doing incomeKJontingent repayment. I 
would not make it the IRS. I would make it the State^wantee 
agencies who do not require a special allowance payment in order 
to do business, unlike the banks. 

So, in other words, if a student came in and the point of repav- 
Spolf^'JS «"l««y«! \ help. My debt is too much for my 
income, then the set of loans that that student holds would be 
no„™f "^J i"^ guarantee agency and then an alternative re- 
payment schedule extended, graduated income base, whichever. 

St w^Jn^it- "P/o'' that student The government at that 
po nt has no additional cost involved with it. So, that would be my 
only thing. 

fn^' ^.""S^^^^- ^ appreciate that. The House bill in its present 
form would not mandate but would permit exactly that scenario. It 
would permit the Department of Education to contract with the 
btate guarantee agency t« perform precisely that function. It's one 
of the reasons why the House bill tries to be broad in its adminis- 
trative options. 

Does anyone else have a comment, and then we'll close? Yes, sir"? 
cr^l- [think that, to sort of summarize and put into per- 

spective the exchange that just went on, we need-and I believe 
HifprniLnlTJ"'-^ has done in its biU-a much greater effort at 
nSI information upon application; that information 

S!^f ^ be provided to students on a whole range of issues on stu- 
dent aid; that we can make a much better decision about our op- 
tions the more information we have. 

f kPL?^®"" ^ wanted to point out, we're talking about 

this repayment plan as if everybody who goes in is going to be 

vLlL t ' ^^^^^rS^?}^ are going to take 10 to 12 to 15, maybe 17, 

?lte aid fT^' ^^K' a« 25, and the interes 

rate and the payments are much less. 

.kIS! !i"f * ^ ^?"t®** to say was that I think moving the 

fv iS fe^J^ something that we should look at very, veiy serious- 
i« A T*** ^ consultations with Mr. Petri and the 
r^^^. guarantee agencies, such that one has the 

option of taking a Petri Loan, which would be just like a Stafford 

Loan except amortized at this variable interest rat« 

Mr. Andrews. We prefer to think of them as Ford Loans. 

Rnf IV^°^^- ^® give it a bipartisan name, 

uut at some point during that amortization process, during that re- 

tZTn?" ?{;?v l"*l""c* '^y''. ^«"t out. I Want income co^ 

a&e^'j^Tnt'^ ^' '"^^^ -"""«-t 

Mr. Andrews. Thank you. 

Mr. Chairman, did you want to comment? 
H«,.n?i™*'o occurred to me that we could reach Mr. 

S^Tr?? ' ^^"i!^'"- ^^""^ ^ ."^y^"" any necessity for it before 
because the conditions were rigid, fixed, and there were no alterna- 
tives available to students. We have a law in the books that weVe 
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worked with for a good many years called the Truth in Lending 
Law. 

When young people go to buy a home, for example, they have to 
have presented to them a truth in lending statement that describes 
all of the characteristics of the instrument they are about to sign 
called a mortgage, including a table that shows them how much 
they re going to repay if they pay only at the rate required by the 
mortgage over a period of years. It's a very sobering experience for 
people to find out what they really pay for a $50,000 home mort- 
gage over its life. 

If we were going to give these options, it occurs to me that it 
would be rather simple to simply make it clear that everybody, no 
matter whether it's done at the State agency or any place else, 
would be subject to the terms of the Truth in Lending Act so that 
at the point of the decisionmaking, the maximum amount of infor- 
mation that you can project would be out there. 

When the student makes the choice, they've got the maximum 
amount of information before them. 

One of the reasons we cut out several of the student deferments 
IS because students told us that they are meaningless because so 
flew of the students understand them. So we made them very 
simple. 

The second thought that comes to me as I listen to this exchange 
is I m presupposing that if I, for example, came out of law school 
and thought that I might like to work for worthy causes for a 
period of time, I would choose the lowest initial payout that I could 
get. But that still would not foreclose me if I stumbled into a wind- 
fall along the way of advancing the payoff time on my note. 

We don't write these notes like fixed mortgages that penalize 
people for early repayment. It's got a flexibility in the direction of 
shortening the time, if you're able to do so. So, you can save that 
tremendous payout. If they are properly informed at the beginning, 
they will be motivated to do that as soon as possible. 

Amongst my contemporaries, when I started practicing law, was 
a commonly discussed phenomenon that the first time you happen 
to hit a case where you weren't working for the good of God and 
your country but for a real fee, you finally paid off all the debts 
you d been accumulating in school and while you started your prac- 
tice. If you were lucky enough to have that happen early enough in 
your practice, then you could take off like a big bird. But it was 
clearly understood it's hard to project where your income stream is 
going to go. 

Now, I heard, just before I had to go to this little meeting out 
there, Mr. Landres saying that the students— you mentioned Co- 
lumbia? 

Mr. Landres. Yes. 

Chairman Ford. Students in Columbia are like other Americans 
at the moment. They don't know what's going to be out there when 
they get out of school next year or 2 years from now, because for 
the first time in many years, there's a genuine concern that a col- 
lege educated person who is not just a bearer of a certificate, but 
actually an educated person, may have trouble finding a job for a 
while. So, the choices that they make, even while in school, may 
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not be appropriate to the way they're going to live the rest of their 
hfe. 

I can't see how anyone could claim that it would cost us more 
money to defer the choice of whatever options we end up with until 
the period when you're going to go into repayment rather than at 
dome earlier period. I don't see how it advantages anybody in the 
lending stream to tell them early when you sign the note how 
you're going to pay it back when they suffer no penalty no matter 
what your decision. 

The difficulty, however, is you have to extend the interest subsi- 
dies for this extended time if we're talking about Stafford Loans. If 
we re talking about Andrews Loans, we don't have to worry about 
It because its Federal Government. Mr. Chairman, it occurs to me 
that in an indirect way these people are telling us that the really 
best way to go is with your direct loan program. 

Thank you very much for letting me butt in. 

Mr. Andrews. You're welcome anytime, sir. Do we have any- 
thing else? 

[No response.] 

Mr. Andrews. Now, before we adjourn, we do have some state- 
ments to be entered into the record; the statement of Elizabeth M. 
Hicks of Harvard University, the statement of Senator Joseph Lie- 
berman; the statement of the Coalition of Higher Education Assist- 
ance Organizations; the statement of Senator Dave Durenberger; 
the statement of our colleague Congressman Joe Gaydos; the state- 
ment of John Schullo from Bemidji State University in Minnesota; 
the statement of Professor Barry Bluestone; and the statement of 
Charles B. Saunders, Jr., from the American Council of Education. 
Without objection, they will be entered on the record. 

With that, we stand acijourned. 

[Whereupon, at 1 p.m., the subcommittee was adjourned.] 
[Additional material submitted for the record follows.] 
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MGK to TM ?CTOUl UUCXlfO TB8 CRSB FOR DZUCT I*mtDZm 



z« zmiioooeTzoii 

w ' M controvtroial diebatts during the current 

rMuthorisation is vhethar tha faderai qovarnmant should move from 
a guarantee student loan prograa to a direct loan program, without 
« cereful review of direct lending, there is a temptation to assuM 
that it is either a return to a paat failure or a risky experi»ent 
for the future. ^ ^ 

Nothing could be further from the truth. Direct lending is neither 
the rebirth of a prior progran that failed, nor is it a major 
innovation yet untried. Rather, direct lending is the application 
of successful components of several past financial aid programs to 
the present environment, with the goal of ensuring the perpetuity 
future federal student financial aid program well into the 

The purpose of my presenta ,ion is to explain how direct lending 
vill take us '•Back to the Future". After a brief background of the 
Guaranteed student Loan program, I will highlight the benchmarks 
of an ideal student loan prograK and explain why direct lending 
meets those standards. We will examine how direct lending works 
and conclude by exploring what the future holds. Throughout, my 
basic premise is that a guarantee loan program is outdated and a 
direct loan program timeless. 

ZZ* MCXOftOUMD 

The fundamental concept of the Guaranteed student Xxjan program — 
whereby federal expenditures arc leveraged to generate private 
capital — has changed very little from its beginnings in the mid- 
1960 s. What has changed is the nature of the students and 
families the GSL program serves and the environment in which the 
program operates. 

• Originally directed to middle-iaoone families exp^rienoing cash 
flow problems, the gsl program now is used to meet the 
demonstrated fiaancial need of federal student aid applieante 
from low- ud middle«>inoo«e baokgrounda . 

• ZaitiaXly serving students at a few public and private 
institutions, the GSL program now serves students enrolled in 
thousands of institutions from all sectors of postaeoondary 
eduoation . 

• Formerly a program used to award the last dollare for student's 
educational costs, the GSL program now is used to distribute the 
first dollars for students' direct educational and living 
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•xp«ns«s. 

* In the beginning a program that awarded Killioas of dollars 
annually to studonta, the GSL program now awards billiona of 
dollari each year. 

These changes have stretched the Halts of the C5L program too Car. 
The program was originally designed to operate on a smaller scale. 
A student borrowed all his loans from the family's neighborhood 
bank and the lender held and serviced the borrower's entire loan 
portfolio throughout the life of the loans. 

But economies of scale have rendered this personal approach 
Impractical, if not impossible. Lenders now have no prior banking 
relationship with the borrower, conduct most of their business with 
the borrower by mail, offer 24 hour loan processing in order to 
compete, contract out loan set^iclng, and sell loans as needed to 
secure capital — sometimes even before the loan is disbursed, and 
often without informing the borrower. 

In addition to the student, the school, the lender, and the federal 
government, this private-federal partnership now includes the 
guarantee agency, the servicer, the secondary market, and the 
collection agency. Further, since the original design of the GSL 
program did not take into account a growth industry of servicers, 
there is less oversight of these entities, which has recently 
resulted in improper servicing of millions of dollars worth of 
loans. 

The GSL program carries with it the s«eds of its own destruction. 
It is an inappropriate structure in the present environment because 
it directs limited federal dollars to the burgeoning administrative 
bureaucracies reguired to support th^ program, rather than to 
students in need of funds for their educational expenses. 

During the past year, many federal legislators, educational 
associations, and educational institutions have concluded that 
simply changing the current GSL program will not address its 
multitude of problems. The next logical progression — to 
restructure the program — ic necessary. With this thought in 
mind, several proposals have been developed to create an ideal 
student loan program. 

tlx. tn ZDJBAL STtTDWT LOAM PROGRAM 

The idea.\ student loan program serves the needs of the borrowers 
for whom it is intended, results in the most effective expenditure 
of the lender's funds, and provides reasonable assurances that the 
funds will be repaid. The benchmarks I have identified for the 
ideal student loan program can be summarized as follows. The ideal 
Student loan program: 
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• 1» r«8|>on0iv« to th« n««d8 of thtt borrower 

• ifi undorstandable to the borrower 

• is •dwiniBtratively Manageable and effective 

• keape adninietrative coste to a Bininum 

• eneuree progtaii accountability and integrity 

• provides assurance for capital deeands 

• is equitably available to all potential borrowets 

• has beneficial terms for borrowers 

• protects the rights of the lenders 

• results in timely delivery of the loan procee^e 

4«S™!n^i •''!i"tK^''" V*°/* '^^^t position to nake such 

Judgments— of these, and similar value descriptions. aaainat^h« 
current CSL structure indicates tha program is iS nwd S chJngS 
At its Hovember 1991 Board of olrectow maeting" UKSrS^ Sd lli: 
fully sndorse current fedaral direct loan proposals, bit 
recommended develcpment and implementation of a parallel direct 
loan program, with no limitations on the number of schools that 

Hlftt^''S^i%^^^^^ ? ^•^^^^ W^*^*^ «a«berJhiS?'Daff« 

Martin, the Presidant, shared the Board's evaluation of the current 

Si SS?terstlU".* '^^^"^ '^"^""^ "value descrip^Kn? 

Generally speaking, thera was nearly unanimous 
agreement that the existing OSL program has a 
number of deficiencies that neSd to ba 
addressed to make the program more 
unoerstandable and responsive to studants, to 
improve administrative efficiency, and to 
JUIiJy* , integrity, The Board 

particularly favored proposals which would 
standardise application, deferment, and 
reporting documents and efforts to reduce 
origination fees and administrative complexity 
for students. Many Board members expressed 

STSUJ"*,/"^"^"^^**" ^^^^ <^Ame delays and 
difficulty they experience in providing quality 
service to student borrowers under the current 
structure. 

22 V^^J^i^ direct lending fared quite well when the NASFAA 
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For theM reasons f many membaro favored the 
direct lending proposals, believing that 
Institutione could originate loans, disburse 
funds, and make needed adjustment much more 
effectively and without the delays and 
inconvenience that now occurs at many schools. 
Further, the idea of reducing the number of 
entities that students must deal with to 
initially secure their loans was seen as a very 
positive feature of the direct lending 
propomals. A majority of Board members also 
strongly favored the House direct lending 
approach which would el iminate student 
insurance and origitiation fees. 

XT* HOW DZRBCT LmDZlTO W01UC8 

Some of the most adamant critics of direct lending are those that 
make arroneous assumptions about the program and how It will 
operate. One incorrect assumption is that direct lending is the 
Guaranteed student Loan program with the school as the lender — 
that is, something akin to the previous Federally Insured student 
^^^'Z^?^*!!: program would be more similar in 

concept to the Pell Grant program, or the Perkins Loan program, 
with mome notable differences. 

In order to comprehend how direct lending works, it ie important 
to understand the similarities and differences of direct lending 
J^.^^* Guaranteed Student horn program, the Perkins Loan program, 
and the Pell Grant program. program, 

tr<£S£r ^**^" ^^^^^^ gmrtftteed ff^ ^^t n^ [ ^n n 

A Direct Loan program and the Guaranteed student Loan program share 
the following features as both: f ^ ^ .o-it- 

* Are an entitlement program. 

* Have no limit on the amount of capital. 

* eUglbility^only^^**^^^^^^ determined by student and parent 

* Have eligibility for subsidized loans based on financial 
need . 

Direct lending differs from the Guaranteed student Loan program as 
under direct leading; ^ 

* The capital is secured at wholesale, rather than retail, 

4 
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* The proaran is financed through the sale of ^overnnent 
securities I not throu9h commercial lenders* 

* Government subsidises are targeted to students^ not to the 
administrative bureaucracies required to support the 
program. 

* The multiplicity of guarantee agency policies and procedures 
is eliminatedo 

* The procens is transparent to the student. 

* The rsBolution of overawards and refunds is more easily 
facilitated. 

ft-CPmparisQD Qf Direct Loaps and the Perkins Lo an Fregraa 

A Direct Loan program and the Perkins Loan program share this 
following features as under both: 

* There is no need for the borrower to complete a separate 
loan application in addition to the federal student 
financial aid application. 

* The school is able to disburse and deliver the loan along 
with the rest of the student's financial aid package. 

* Schools have direct control over the timing and 
distribution of loan funds. 

* The school secures the student^s pruperly endorsed signature 
on a standardized promissory note. 

Direct lending differs from the Perkins Loan program as under 
direct Xendiag: 

* There is no limit to the amount of capital. 

* Schools are not required to submit an institutional 
application to secure a level of funding. 

* Schools are not the lenders and never own the loans. 

* Schools are not responsible for the servicing and collection 
of loans, or for contracting these services* 

* Schools are not required to provide long-term storage 

of promissory notes, but rather transmit signed promissory 
notes to the school's designated servicing contractor. 
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1 CoMPariMon ot Diract Lomti« mud th« grant tr^Hfry i 

A Direct Loan program and the Pell Grant Prograa share the 
following features as under l>eth: 

* At the beginning of each avar4 year a school is given an 
initial authorisation, which is odjueted as the award year 
progresses based on the actual number of eligible students « 

* A school draws down funds from the Department of Education's 
Payment Management Bystem. 

Direct lending diffars from the Pali Granc program as ujider direct 
lemdiag: 

* There is no limit on the amount of capital* 

« Receipt of funds Is not dependent on the submission of a 
separate voucher for each student, such as the Pall Grant 
Student Aid Heport, 

Till BmitQ BtePS to AppIy for and meoeive a Diraot 

Here are the ten basic steps involved in applying tor and receiving 
a direct loan: 

itep 1 A student completes a federal financial aid application 
to apply for all forms of Title IV aid« There is no 
additional application for a direct loan« 

8tep a The student submits the application to a procesajr. 

8tep 3 The processor computes a student ^s eligibility according 
to the federal need analysis and conducts central data 
base matches with entities such as Selective service i 
the Immigration and Naturalization service, the 
Department of Justice^ and the National student Aid data 
base. 

Step 4 The processor forwards its result, including default 
analysis, to the school* 

Step S The school reviews the need analysis^ determines the 

student's eligibility for all forma of Title iv aid, and 
sends the student an award notice, 

•tap i The school secures the student's signature on a 

standardised prosisoory note and enaurea that the note 
is properly executed* 
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Thm flcheol draw« doim th« funds from th« D«p«rtMnt of 
Education '0 P«yii«nt Manageaent SystM and poats the funds 
tp tha atudant'a account within tiaa frasaa connistant 
with axiatiny procaduraa. 

Tha achool oonducta antranca loan intaxviawa with new 
borrovars* A a^ool can cradit a new borrowar'a account, 
but esnnot advanoa loan proceeds to a naw borrower prior 
to tha coaplation of tha antranca loan interviaw. 

Tha school tranaaits tha promiaaory note to tha 
DapartMnt of Education 'a aarvicing contractor. 

Tha achool originally raports asaantial data alaaanta to 
tha Dapartaent of Education's contractor auch as; 
anrollaant atatua and anount of loan. Tha achool alao 
updataa this inforaation with the controctor as 
nacaaaary, baaad on change in anrollaant atatua or amount 
of loan diaburaad, including refunds and overpayaanta . 

ixfLOMM m FtrroM 

tha future holda the poeaibility of either failure or auocaas^ 
dapendiag aa the path we chocee. 

If we continue on our prcaant course with tha Guaranteed student 
Xioan prograa, we wi. asd up apeadi&g aore to make loans to fewer 
atudeata. To bring eacalating default coats under control, 
Congreee and the Departaant of Education will continue to aicro- 
aanage the program. There will be little or no poaaibility of 
parforaance bonuses for those entities that eidminieter the program 
eff actively* 

I agree that we could improve the currant GSL atructure by 
atandardizing policiaa, procedures, and forms and by aaking batter 
and ooaaon use of new technologies. And X hope that you would agree 
that, to date, lenders, guarantee agencies, secondary markets, and 
aerviaers heive failed to do this on their own initiative. 

I also agree that the creation of the Mational Student Aid Data 
baae would be of the aaaa benefit to tha GSL program as it will be 
to direct lending « 

But, I slao balieve that the centralisation that would occur under 
direct lending — which ia the aama as that under the Perkins Loan 
program will lead to a faster and amoother transition to this 
standardization. Zn addition, tha creation of direct lending will 
provide the needed incentive to make the completion of tha National 
Student Aid Data base a top -*)riority. 

Zn the final analysis, tha one irrefutable fact is that tha current 
GSL program will cost more than direct lending because it obtaina 
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1 rather than wholesale, rates. If you do not 

SS™?n5"' 5'"? "^J^^ t° underetand the concept of 

borrowing and Interest Whether he would want to borrow . loan at 

Lil^SS*5f.I^J*,' ^"^^"■^ Without the coSt 

!fXi-2f ?i'**'t lending produces, the future of our largest federal 
student loan program is not bright. xoit^bbw ivaarai 



n. ooNex.DfzoM 



2 Pft'i'ntatlon on the aerits of direct lending with the 
-Back to the Future" analogy. For those of who you «re not »ovl2 
buff a, or did not see "Back to the Future i, n/or III", you My 
be unfa«iliar with the plot of this .cience fiction tril^ Ind 
Sins protagonist which is central to all three 

is atralghtfotvard. A successful time machine is invented 
which provides the protagonist with an opportunity to travel at 
random from the present, into the past, on to the fGture, and back 

struggles with whether he should change the course of destiny by 
effecting the outcome of critical events. aestiny ay 

I am not trying to portray these movies as deep philosophical works 
? \ TTiey ware simply made to be entertaining, aiTd they are. 

L2^mi«lL''^ii%""tl.°.'^, \'\ ^''*t if I leave you with only 

one aessage it is the following. 

We do not need to travel into the future to know that direct loans 
riiV'V" J" oonsiderable eoet savings. Responsible analysts in 
the congressional Budget office, the General Accounting Offiie. and 
the Department of Education have told us so. wrdo not need to 
^S;''"^^"?" ^"f '"ture to know that schools can, and will! .oS 
effectively originate lotas than oemmeroial lenders" our 
experience with the Perkins Loan program proves that. He do not 
need to travel into the future to know that direct loans will 
SStJ'fV.n'ii!?'"''"!* ^Cf"'"""**' ""O often desperate students and 
Sd*irat'a^"d^ViVpr"c?ra5'"'"' ''''' ^'"'^ » -^"P^'* 

nrf2^1I"'fr^^H'JJ*-f" appoint in time when the current CSL 
program is beginning to show the signet of serious systemic 
problems. But fortunately, we are also at a point in time JSre 
tr.ryf^^^,^"' V*"^" converging that make direct lending a 

Po^'iB^^^l^* Rec«nt international events, as well as the credit 

?■ opportunity to reprloritHe J« 

federal spending and invest funds in our nation's youth. We have 

""^ who have shown the 

vision and leadership to promote creative direct lending proposals 

coll^g" that are willing, on behalf of 
SSing a success ^""^^ ^"'P '^i"*^^ 
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Am the protagonist in ^nmcln to thm Future**, vo have tho ability to 
change 2;he courae of destiny in our case, by replacing the 
federal guarantee loan prograa with a federal direct lending 
prograa. It we do not intervene, but rather continue on our 
present course # we will endanger our largest federal student 
financial aid program. But More inportantly, we will risk access 
to higher education for the very individual* who must be in the 
forefront of our future efforts to resaain anong the world *s leading 
nations. He cannot let this aoeent of opportunity escape, for — 
unlike the protagonist in ^'Daok to the Future** — we are not in a 
tine nechine and will never pass this way again. Thank you* 



9 




ERIC 



192 




SENATOR JOSEPH I. LIBBBHIIAN 
TESTIMONY BEFORE THE SUBCOMMITTEE ON POBTSECONDARY EDUCATION 
COMMITTEE ON EDUCATION AND LABOR 
NOVEMBER 14, 1991 

«•«««• •^5".'^**'^"^": ^ Plo""** to have this opportunity to 
which L^?H°"PPSf^ °^ ^}"' *=°"*=«P<^ °£ eelf-relia^e BCholarships 
1? h-r^r^ ''T^'^l atudentB to borrow money for tuition and pay 
it back as a fixed percentage of their income. Over the past 

inr???" ^'"'^S traveling around Connecticut speaking 

to ray constituents about their financial concerns and what I hear 

?o°B2nS"th«?^'",t?H'''^ 5""^ ^''^^ "^11 ^ able tfJfSrS 

to send their children to college, m fact, as tuitions continue 
to rise and student aid becoraea increasingly raore difficult to 
get, tower and fewer Americans can afford to send their children 
to our many good colleges and universities. children 

Middle-income families finU themselves between a rock and a 
hard place, with the average cost of tuitio^at a private 

the^?S?t?L"°"arfH '° » ^''^l' ""'^ affo^S ?o pay 

the tuition, yet they make too much money to qualify for orants 

-nH^S?"'* ^rf^ ^"^^ ''""^ °^ higher education takes Tw^ger 

and bigger bite out of a family's income, m 1970 the averaoe 

f^iil ?n)!„'i""'' " '° than 2S% TtSetr 

college is fast becoming a luxury many Americans cannot afford. 

as a ' ^'"""^y fo"^ the American economy, we, 

as a society, cannot afford to deny so many of our young oeoole 

cSmoet??fv«"''r " ''"''^'^ education. In an inc^eaSing^y"^ 

'u^^"*"^ economy, America needs more, not fewer, 
stude^tH --''■'"".•k, "f.""" P'^o^rams to'provide as many 

students as possible the opportunity to pursue higher education. 

1- ?T Ple"^®'* to be working with Senator Bradley on S. 1562 
legislation to implement the Self-Reliance Scholarship prooram 
^nn„Pf """'^ available to sJudents^for 

college and graduate school, while making it easier for them to 

for^h^t^^ ^e°?a"ul?"" ™ore'di%^?cTlt'° 

Millions of American families will have access to this 
program without having to fill out complicated financial 

tieir hn™ ^Tf^ ri'^''°"'^ ''"^^"^ ^° determine the value of 

? ^^^^'^ assets. This program will provide 

middle-income families with access to student loans, aUowing 
many more students to pursue the dream of a college 'educa?iSn. 

The hallmark of this new student loan program is the 
repayment plan, students can choose to repa"?he loan over a 10 
iLrJ^ ^""^"^ depending on the time period wu! pay U 

back as a percentage of their income ranging from 1 and 5% ^ Jha 
owed amount will be automatically collected by the iSs Defaults 
will be dramatically curtailed because of the^RS coU^ct^o^ aJd 
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because the anounte being paid will fairly reflect the graduate's 
earnings* Teachers will liOt have to move to Wall Street because 
they cannot afford their student loan bills; doctors will not 
have to opt for private practice rather than mrking in a 
c&nununity health center. 

The Self-Reliance Scholarship Program vill also enable 
adults with families to return to school to complete their 
education or upgrade their skills* It is difficult for adults to 
return to school because they have families to support and 
mortgages to pay* By providing them with access to funds and a 
loan repayment schedule which is tailored to their income level, 
this program should allow them to return to the classroom and 
improve their ability to compete in today's job market* 

We cannot afford to become a society where only the rich are 
able to attend college* Everyone in this nation, no matter what 
their income level, should have the opportunity to pursue an 
education* An educated population is the most critical factor in 
enabling this country to succeed in a competitive international 
market* The Self-Reliance Scholarship program will assist all 
students attending school* The recent high school graduate whose 
parents cannot afford tuition, the single mother struggling to 
support a family and get an education, the forty-year old worker 
who needs to update his skills in order to remain in the 
workforce, all will benefit from this program* And so will our 
country. 

Mr* Chairman, I thank you for holding this hearing and I _ 
look forward to working with my colleagues in the House and 
Senate to enact of program of this kind before the end of this 
Congress . 
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Postsecondary Education Hearing 
February 6, 1992 
Joseph M. Gaydos 
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Mr. Chairman, I can understand the attraction of 
implementing an income contingent loan repayment system for 
students borrowing under the Higher Education Act of 1965 
because it seems so simple on the surface. Graduates who have 
high salaries would fully repay their loans quickly and 
graduates who consistently earn low wages may never fully 
repay their loans. 

AS I said, this concept way appear very simple and very 
fair in theory, but I have some severe reservations about 
fully embracing this type of repayment plan. Aside from 
concerns about how effectively an income contingent loan 
program would be implemented and managed, I have concerns 
about whether tying loan repayment to future earnings will 
truly treat students in a fair and equitable manner. 

For the p,st several years students at ten institutions 
have been pa-.ticipating in an income contingent loan program. 
So far, to my knowledge, there is no reliable empirical 
evidence that this type of loan repayment is beneficial for 
students. At the same time, there seems to be some indication 
that we should not adopt this type of repayment plan for all 
student loans or even allow the original ten institutions to 
continue making loans with this type of repayment obligation. 
The terms of income contingent programs usually require 
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that the interest on loans be capitalized each year — » even 
while students are in school. This causes those students who 
roust borrow heavily to finance their educations and don't earn 
high wages after graduationi to pay an enormous amount of 
interest every year without substantially reducing their 
overall levels of debt because the outstanding principal is 
repaid very slowly. 

In some of the income contingent loan proposals this 
situation is supposedly "dealt with** by dismissing students' 
loan obligations after a certain number of years — usually 20 
or 25. 

X don't believe this approach is "dealing" with the 
situation. It seems that for many low-wage-earning graduates 
the burden of paying high interest without repaying a 
sufficient amount of the outstanding principal each year may 
force them into the position of putting their lives on hold 
for 20 to 25 years while they arc virtually held hostage by 
their educational debt. 

I'm looking forward to hearing how our witnesses feel 
about this issue and would especially like to welcome a fellow 
Pennsylvanian , Jerry Davis, Vice President for Research and 
Policy Analysis at the Pennsylvania Higher Education 
Assistance Agency. 




ERIC 



196 



Bamldjl itttt Unlvtrtlty 

rin«Bel«l Aid Offlea 
ISOO Sirehmont Drlv* HI 
Banldjl, Mlnnaaot* S(l01-2699 
(218) 7SS-303S 



M!^D.2r«„ ?^ "601-2699 for th« Uoutt JubconaittM or. Po.ttecond.ry 
52^ o5 tSilJ" "In«««-"P-nd.„t .ductlon A..m.nc. 

inoa™ r«innitt..,tn<i in eau you ara wondarlng, our cohort dafaulfe «n 

SJs ? ^.Sl' J " ' "^'""^ ""-^^ Kiahar «dueatlo; Act of 

X991 I find myaalf aaking, "Ara thay golno to gat it right thia tlma?" 

«2Vjhron"n!r«it'*'!".'"f' """" " ' "••"thori.atlon proe... 

il^DlUlLt?. '! •"•iy'^'' • •PPllcation, dlract loana, 

So^Siii^n^^oCin-n; III Jj,';:^::^^-''""-" - - - 

i«lltI^!c"'Act*of"T99? "ri'r'"" "^"«'««-"P«nd.nt Education 

fr^ L r' ^" ""hington n,uat ba racaivlng calla 

rrooi tha atma mothar i am. I e«ii har 'ua^t^mr-^* ks. 

bMn e«lHn« m. II "Other-of-tha-fmoklng-Phona." shs hai 

, i " ^ i^"*' htr to .top calling ma. I 

tinoaraiy hopa you gat it right thia tima. caiiing ma. i 

p««iSa" Si'D* "''^f ' "-""Pins of tha fadaral atudant loan 

sn;.,:'fo^^J:rtK-a iiti'itiiiTA:- 'i^t^j:^ r"-:"' 
^:':::uSa'°t""'"%;^^^""?"' '"^^^^^^^^ 

^Lm!^ ^ 'u ' Involvad with landa^a and gu.r.ntaa .ganciaa 

?' """'^l^"" "vl'ins chacka for withdriwJnS ."dIntS or 

ohan«ai in anroUmant .nd In attampting to raiolva tha lncr....-„i! k - 

LStW It«:. ? itudanta in tarma of confu.lon, dalay. 11a 

S «^ II l\, . •9«nel" Involvad bitwaan th' 

runda and tha ttudant, tha mora cdn^uaaH m^nAm* m \ V w^ween znm 

thay ancountar. Tha ^rocaarh'I.^a^'^'t Ito a ^'X' ! v'ore^g"::?;"" 
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Toward gttting it right, a diraot itudant loan proposal la not only right on 
target... it hlta tha bulla«*aya. Zn addition, tha ZOIA plan addraaaaa dafault 
and ripaymant problana in a uniqua and raaliatio mannar. Tha Zneoma-Dapandant 
Iduoation Aaaiataaca Act propoaad by Rapraaantativa Thomaa Patri providaa 
anawara to tha vary raal awarding, dalivary and rapaymant problama Inharant in 
tha praaant atudant loan borrowing ayatam* 

X Vint to mantion only thraa thinga about tha Patri propoaal* Thay eoncarn 
thraa vary raal fruatrationa paopla hava with financial aid and how thaaa 
fruatrationa ara raaolirad by thia divact loan propoaal* 

Pirat, itudanta faal caught in a govarnmant ating operation with ragard to 
loana* Thay muat taka tham to ranain in aohool* No loan, »o aohool* Thay 
know that tha futura la uncartain* ror aoaa, tha odda ara againat thair 
repaying thair loana in a tioaly manner* The economy, the geographic ra^ion^ 
tha faaiily hietory, erima rataa, divorce ratea, paraonality of the borrower, 
low wegae of entry level poeitiona* « .many factora enter into etudent default 
ratea* Baoeuee of feetora euch aa theae, the current oueranteed student loan 
programa guarantee defaulta for a large eegmant of the borrowing population* 

My point ia that any loan program which aaea aa oollataral tha acadamie 
progreaa and potential earninga of the borrower, muat either accept a high 
dafeult rata on thoae loana or eatabliah a method of addreaaing the dafault 
problem which ie not to the detriment of tha borrower* To put it another way, 
aoma atudanta have a choice* ** loan or no achool. Whan they graduate or leave 
achool, thay have a choice. **pay or dafault* Whan raal life problema occur, 
including nacaaaary conaumer purchaaea auch aa a refrigerator or automobile, 
the choice often b«eofnae one of eurvival or dafault* 

Tha IDIA rapaytnant plan p?*ovidaa OKactly what atudanta need.*. a raaeonabla way 
to repay their lOana when starting out or when timaa ara bad and a way to 
write-off the loana of thoaa in cronio low incoma aituationa without ruining 
their eradit. Xt aeaffla to ma that tha govarnment hea no bueinaee loaning mo'\0y 
out on the baaia of potential earninga without aither accapting a greater riek 
at the repayment end or providing a raaaonabla method of eliminating defaulta 
completely* Zn thia regard, tha Petri propoaal hit a tha bul la-eye, again* 

Second, etudanta ara fruetratad by tha feet that aomaone ia ripping tham off* 
Tha fmatration ia from tha reaponaibla atudenta who will repay thair loana. 
Why Bhould thay be charged an origination and inauranoe fee oi 7%7 They don't 
egrea that they should ba charged for tha defaulted loana of Aomaona alea. Tha 
IDIA Loan would eliminate or aubatantially reduce thaee chargea and allow the 
atudant to borrow tha full amount of tha lean at a raoeonabla intaraet rate. 
Studente, under tha direct loan concept Are accountable for their own repayment 
and their own credit rating* Thay tra no longer a vehicle to provide profita 
for lendera or guavantae aganciaa* 

Third, atudenta are fruatratad with tha complex and confueing rapaymant 
prooeae* X bali^ive that tha repayment concept in the ZOZA propoaal would aave 
eonaidarabla dollar a for tha atudant and tha inatitution. under H.R. 2336, tha 
management of acudant loana ia aimplifiad and atreamlinad* For example, our 
inatitution apfinda approximately 6-7 houra par week working with landere and 
guarantee agenciea regarding alleged defaulted loana of currently enrolled 
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3hl!.^. ^ ' »tud.ntt and p«r«nti will know 

S^aolv t^l!^ ^f"''-'' through th. IM and, tharafora, ara «o*. llkaly 

^ ' ^* t'«='«lng tha itma Indlvldualt for 

•voiata at eoniidartbla ooat aavlngs to the gevarnnant. 

JH! aSa^-fr*!!!'^ •tttntlon ai a potltlva conauoiar Orlantad aot. 

SJohl«!!a;iin ""•nel'l i"u.. haad on... from a 

avary day hava baan addvaiiad in thli propeaad laglaUtlon. tha .bllltw to 
rSo"; S!«"o'r'Sn:„'L':l':!i' ch.ngl„g .?tu.ticn. of'it'ud'Sn^i^^td ba 

loa^ eh.flk^ if I ? control of tha .nount and daUvtry of 

f^uJal ^!/! ?^ ""Pl"i"tlon. •ecatt to loan, for .U 

ftmlUai .nd a unl«ua rapaymant proeaaa, which raiolvai a national 
ambarraiimant, ar* additional adv.ntagai. 



B^i^ Z"'^'* in«t""tlont for tht ganiril eonoapti 

Propoaad in thli Aot. Hoat faal that thay ,ra abla to provld. th. ^.Uty 
co^ear^ TllV'll, • dlract loan program." lnda«J, th^only' 

S^uS^nt. biJor. tS.'!!?'":'? ^* • 'hat xandari may eaata landing to 

acuaanta bafora tha dlrsot loani bacona avallabla. 



Studant lean dafaulta, a problam whloh la built into tha eurrant avatam. win 

rSirXt"::::., fr""'* ^""-^ raSo?vad t'Lsr:;!^ " 

rapaymant tyitam, ii«il.r to tha ana propoiid in thli Hot. 

h^II' It^y 5"*' *° 'hit or that can't ba dona. 
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ntrmoMT on 

B.I, 2^U, TBM "XMCOMI-DlflllDBNT BmCATXOIf 
UfXlTJtflCI ACT or If 91' AMD 3090, TU "giLT-ULXAllCB 

OCBOLAMBXr ACT OF 1991" 

BBTOBB TBB fUBCOMIXTTBB OH POBTfBCOBDABT BDUCATXOB, 
O.f. BOUfB or BBrtBSBNTATXVBf 



Barry Blu«0toB« 

frof«00or of folitioal BcoBOiqr 
and fanior rallcMr, John B. MoCoraaok 
Xnatituta of Public Affaira 

Oaivaraitr of Naaaaohuaatto at Boaton 



Movanbar 14, 1991 
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. . ^SB""* "WCATIO* AagXRMfCI Act OF IMl" AMD 
0.1. ■0011 or MPUaBTTATZTIS 



Novambar 14, 1991 



Congraaaraan William D. Ford for the 
n?™ "i'^y ^? ,'"5"^ '^hia Com«itt.a on two important 

?^^n ! l«0i»l«tion, H.R. 2336, tha "Incoma-DapandanrM^ca- 
tion Aaaiatanca Act of 1991" and H R 3050 th. 

SSr?''? t'^^"' Th." ?- bin": f:n«': h'^ii"'''' 

panion laoialation racantly propoaad in tha U.S. Sanata by 
SaJ BrIdUy (r"?S65?'' Duranbaroar (S. 1845) and senator 

for . M^h!^ *f ''<.?■ "'^^ senator Danial Ak«ka'a call 

™! ? ? -ducation financa damonatration project (s.1414) 

th«: ^aS coma. 'Litrit 

tneae billa in ita own way would provide poataacondary atudanta 

?}u1„!i"'Jk"?^' ".c.lly reapon^?S?r^e;Jo3 Sir 

Ciuancing their own educationa. motnoa ror 

l«0i«l«tion axemplifiea a freah approach to one of 
the two domeatic iaauaa »oat on tha minda o? American voJara aa 
l^:^, .lectiona. UnquaationablJ, thill" 

M iif'il!''* held earlier thia month in PenMylvInU 

highlioht. the atrona political aentiment in thia countr^for 
orob][:i '"^'fiJ ini"-tivaa which can deal with "h^mouJ^U 
clltlil °' P^Y^ino univeraal medical care. I am quite " 

o- %ii?:eiJ„SaS'::iSca;?oTio:;d"^^^ 
si'ir;;?iss;}-h:.};r;- ------ ...jraHfiuy-oS^^r 

in. ti/H-ifiJ^^'/fw""' oPPO'^tunity not ao much to exam- 

Jlon Sur^na JiT/^ two bin, apacifically under conaid.Ja- 
nr?2i-v^; ?K hearing, but to teatify to tha need and pro- 
VJLtl^iVu^* 0«n«r.l approach to hiohar education finance 
found in H.R. 2336 and H.R. 3050. In doing thia, I will dr«H 
r".:i[rcrfrthi"-i"r.":' - »>"^""l"i; lH the b^iirounS 

-?*K ?K — • r"**"*'^'^ Inveatmant in America" program devel- 
MKh«i .^S't'J:'*:'""" "5 colleaguaa, Alan aiajton- 
Se Snl^e'StJ^S? St^hSJan'. ^-"^ 



yJ!! "'^ "l""ton., AIM Cl.yton-M.tth.wa, John Havana, and Howard 
2S^;^ Tii2;«ilU Poat-Sacondary Education in tha U.S.: The 

luSa^BrfHo" JT"* ^f^*»M fm^. iconoaic Poi c^ ll- 

I^d T "'°»!°* """to". »lw Clayton-Matthawa, Joha Haveui, 

and Howard Youna, "Oanerational Ulianca: social Sacurity aa i Bank "or Ed- 
ucation .ad Training," The Aaarlean Py «.i..rt. suaaar 1990, pp 15-29 
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Elemcnts of a Good Postsecondarv gdujation Financing System 

H.R. 2336 and H.R. 30^0 differ in detail, but share in 
conunon three critical elements: 



For brevity, we can refer to any hicrh;}r education loan 
system containing these elements as a "U-D'I-'C Loan Proaru" « 

The superiority of s UDIC loan program over current fund- 
ing mechanisms for postsecondary education is based on a com- 
bination of all three elements: 

Universal Bliaibility - Under current financial arrange- 
ments, when it comes to paying for the costs of attending col- 
lege, the wealthy and a small but select number of low-income 
students have things pretty well in hand. Healthier students, 
by virtue of their family's economic circumstances, generally 
psy these costs out of existing assets* High ability low- 
income students, on the other hand, have available to them an 
array of government and private sector grants and scholarships* 
In contrsst, most low income snd virtually sll moderste income 
families have been left to fend for themselves* Just when 
postsecondary education is taking on greater value for the in- 
dividual and for the competitive position of the nation, the 
current system of finance fails to provide a suitable method of 
finance for the vast **middle class*** 

The new proposed legislstion deals with this issue direct- 
ly* Under every one of the bills, virtually every student in 
an accredited institution of higher education is eligible for 
loan support regardless of family income* Middle class stu- 
dents as well ss those from wealthy fsmilies can take advantage 
of the proposed new pro*jraBs without placing any burden on the 
taxpayer since the full vslue of the loans plus interest are 
repaid* Current grant support is maintained for low income 
students in order to supplement available loans and provide an 
incentive for pursuing postsecondary education* 



(continued) 

Parts of this ttstiaoDy are also drawn froa a paper, "Incoaa CoDtinffeDt 
StudtDt Loans, " (October 25, 1991) of which I aa a co-author along with 
Jeroaa H* Coacowich of the University of Hawaii. 



(1) _tlniversal Eligibility 

(2) Direct Federal Funding 

(3) Income-Contingent Repayment 
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high rats of d.f.ult.. D.f.ui?- L '>«"'«l'>sr systM .nd a 

than $1.5 billion p« y.„f'"^'" °" l^"' now run mora 
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Anyone with collage mgm children csn sttest to th« burden 
of college coete. The College Boerd reporte thet by 1988-89 
the coet to en in-etete etudent for four yeere of echool et a 
4-yeer public college or univereity evereged over $23,000 in- 
cluding tuition end feee, roo» end boerd, end niecelleneoue 
echool expeneee. The eene educetion et e privete 4-yeer in- 
etitution wee juet under $50, 000 « At the elite echoole, totel 
expeneee run closer to $90,000. Yet, the enount of student aid 
eveileble from the federel governaent in the form of grente end 
loene hee not kept up with theee coete. In 1979, eccording to 
the The Aaericen Freehaen eurvey conducted by the Higher Educa- 
tion Reeeerch Inetitute et UCLA, neerly 32 percent of ell 
freehaen etudente received Pell grente to ettend college. Ten 
yeere leter, the percentege wee down to leee than 22 percent. 
Meenwhile the proportion of etudente receiving Stefford end 
Perkine loene fro» the federel goveriunent hee rieen only 
marginally, from 21 to 25 percent between 1979 and 1989. 

The only reeeon why college enrol Inente heve not fellen 
off precipitouely in light of the growing gep between coete end 
eid ie thet collegee end univereitiee ere theneelvee eeeuning a 
greeter ehare of the expenee burden, providing more grente and 
echolerehipe genereted out of their own revenue. The UCLA eur- 
vey notes thet between 1979 end 1989, the percentage of freah- 
man receiving college grente end echolerehipe increeeed from 
11.3 to 20.3 percent. Part of the higher tuitione being 
cherged by echoole ie being ueed to eubeidi::e etudente from low 
and lower-middle income backgrounde simply to maintain cultural 
and social class divsrsity in the classroom. 

Part of ths difficulty is thst ths federel government hes 
moved to disenf renchiee middle cless studente from federel es- 
sistance by reetricting eligibility for grente. In 1979, the 
government eet e $32,500 ceiling on femily income for a etudent 
to be eligible for grent eupport. Todey, deepite infletion, e 
femily muet heve en income no higher then $28,000 to be 
eligible for eid. Even then, if e etudent ie etill eligible 
for e grent, the emount provided hee not kept up with increeses 
in collsge coete. The lergeet of the federel loen progreme, 
the Stefford Student Loen, providee e meximum of $2,625 per 
ecedemic yeer for the firet two yeere of undergraduete etudy 
end $4,000 for eech eubeequent yeer, up to a five yeer maximum 
of $17,250. Hence, e etudent who tekee out the meximum emount 
of Stefford loene over four yeere etill must come up with sn- 
othsr $9,750 on sverege to attend e public univereity end et 
leeet $26,750 to go privete. Perkine Loene heve higher mexi- 
mume, but fewer than 3 percent of all freehman teke advantage 
of them. 
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Bduction Il..ourci« l„"?tu?: tSr5 Join' Sj^h^rSSi? J" 
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number of problema Inherent in rni!:!; ! " with a 

.tudent. in thelr'ciSr^oJ ichoou'S' " " 

f^dLi?T the »or..» Of current 

moderate Income atudent. 

f5?-ctf!^Tr' "i"** "'^"•1 earninoa, there 1. 
M thi ^tudl'^rf'^ principal and InterLi In ling 

littfe wiaS 2nH^!: full-tl»e etudlea and haa 

xxccie wage and salary income. 
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(5) UDIC loans can bo nada to apply aqually to all forma 
of poat-aecondary achooling from appranticaahipa and 
propriatary trada Inatitutiona to graduata and profaa- 
aional achoola. Thay do not diacrininata batwaan the 
studant who purauaa, aay, an undargraduata dagraa in 
political acianca and ona who aaaka retraining aa a 
welder or office machine repairer. 

(6) Racial and gander diacrimination in the labor market 
ia not automatically ratified aa ia the current prac- 
tice undar fixed obligation loana. The income con- 
tingent feature of UDIC loana requiraa atudenta to 
repay baaed on actual earninga and therefore takea 
full account of differencea in earninga for any rea- 
aon. 

(7) Becauae UDIC loana are income contingent, atudenta 
will ba more likely to enroll in programa that conform 
to their academic atrengtha and career goala than in 
programa which ainply hold out the proniae of ex- 
traordinarily high earninga that can ba uaad to repay 
fixed ahort-term loana. Thia may mean alightly fewer 
atudenta opting for law careera and MBAa and alightly 
more atudenta preparing for careera in elementary and 
secondary school teaching, nuraing, and other fields 
where the monetary rewarda are amaller but the contri- 
bution to aociety is arguably no leas and very likely 
greater. 

(8) Under an UDIC loan program, atudenta pay for their own 
education as the benefits from that education become 
manifeat. In moat cases, this will reduce the major 
financial burden on parenta and ahift much of it to 
their children who benefit directly from the educa- 
tional inveatment. 

(9) By aetting repayment ratea and the length of the 
repayment period appropriately, a UDIC program will be 
aelf -financing, thua reducing or eliminating any sub- 
sidy from the taxpayer. 

(10) Finally, UDIC loana, by phaaing out the Stafford and 
Perkina loan programs, frees up $5.1 billion of feder- 
al education apending per year. Theae dollars — or 
at least a portion of them — could ba uaad to expand 
the Pell and SBOO grant programs for the most finan- 
cially disadvantaged atudenta. 

There are likely to be other benefits as well: simplified and 
cheaper adminiatration of education loana is surely one of 
them. 





206 



gome Tough Que.tlon. about »-n-i-c Loan pr-nq, .^f>« 

Loan programa mm anbitious and "nawfanaled" as those .nvi- 
sionad in H.R. 2336 and H.R. 3050 ara bound tS ra". . number 
nJivlI?: Jrr^?"??' *h.ir fundinfl. th.ir i«p,et on pubJic „S 
private institutions of higher education, and possible latent 

of these can be answered here. "»ra««r 

Q. Won't the implenentation of a large scale U-D-I-C pro- 
ScHtioJ? ** **" postsecondary ed- 

No, for two reasons. Pirst, UDic programs simply sub- 
stitute a better financing mechanism ?or an inferior 
patchwork quilt of current funding programs. Second, 
at least a small increase in higher education is now 
warranted by the high rates of return that collegS Ind 
university graduates now obtain. He are no longer, 
"overeducated" as was the belief during the 1970s when 
return, to higher education temporarily waned One 

?h! ^J«h S "T'ii"'? °' ^"l"* *" •ducation beyond 
the high school diploma is the enhanced earnings that 
educational investments produce for those who pursue 
college and university training. My colleagues and I 

^" dollars, the present dis- 

Mah k""?"! *=*'»Pl«ting some college beyond the 
high school degree over the lifetime of the average 
worker is approximately 8140,000. The present dia- 
? *" y*"' <" college Is near- 

iic?"u5 """^"f" higher Sro- 

0. Won't a UDIC loan program jeopardize public higher edu- 
cation by encouraging students to enroll in more ex- 
pensive private schools? 

UtidliJlir "h"!, the repayment rates are reasonable, 

^° • significant 
amount of their earnings over a substantial period of 
time in loan repayments. As a result, students will 
K?«K!lI'*'"?"S'"y "bandon public higher education for 

^-i'^^wi-*. the maximum 
,m^? ■'^i^ul'ted on awards in most of the 

UDIC programs force students to be price conscious in 
making their investment decisions. Moreover, it is not 
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I!?"'?!!!?"?^^*/'' r^P-ct that tha ovarwhalning majority 
of indiyiduala who dacida to puraua highar aducation 
praciaely t^f^jyifff of UDIC loana nili chooaa lowar 
oo:^!?!^'**'^'' collagaa and univaraitiea , booating the 
ovarall numbara going into the public sector. 

^' ••^^f program lead to enormoua increases in the 

level of tuition and feea? 

A. Not neceaaarily. Continued competition between schools 
for a relatively atable number of college and univer- 
aity atudenta nill ultimately require high priced pri- 
vate achoola to limit increaaea in their tuition and 

im?/,"?^*'*'*^'*; ^* ^^'^•^y •'ith or ifithout 

UDIC loana. In any caae, if tuition doea continue to 
akyrocket at private achoola, the correct remedy ia one 
that is now being implemented, at leaat tentatively: 
antitruat action. Ultimately, the agency entruated 
nith implementing the UDIC program could be a poiferful 
ally againat college coat inflation by refuaing to 
permit atudenta to uae federal loan funda at achoolb 
that peraiat in raising tuition and fees to un- 
acceptable levela. 

Public collegea and univeraitiea may be another case. 
They ray uae the UDIC program to reduce the aize of 
Btate government aubsidiej. Given the interatate 
mobility of atudenta after graduation end the subsidy 
or middle claaa atudenta on funda raiaed by regreaaive 
state taxea, increaaea in in-atate tuition may, in 
fact, be Juatified. In an era of reatrictive state 
budgeta, UDIC loana nould relieve statea of aome of the 
tuition burden. Yet, in order to maintain a •'good 
business climate^ one can expect state legislatures to 
maintain relatively low college and univeraity tuition 
and fee ratea in order to provide atrong incentives for 
their citiiena to puraua what is presumably produc- 
tivity enhancing higher education. 

0* What keepa unscrupulous operatora from setting up 
sham" training schools to take advantage of UDIC- 
funded atudenta? 

A. All UDIC programa require that institutions eligible 
for federal loana be fully accredited and licensed by 
t.^!^*5*^** ^^^^^^ •'hich they operate. Moreover, the 
UDIC loan authority could be given overaight authority 
to do apot checka on state accreditation and licenaing. 
To keep tuition and fees in line, the coat of education 
could be made one criterion for UDIC loan accredita- 
tion. 
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Q. won't the •ubatitution of • UDIC program for current 
federal loan programs force colleges and universities 
to spend a much greater effort on administering finan- 
cial aid? 

A. No. The creation within the federal government of a 
special agency or »*Trust- to administer the UDIC pro- 
gram will take much of this burden off of the individu- 
al school. Of course, schools will have to continue to 
supply the federal government with basic information 
about enrollment status and provide a campus-based of- 
fice where students can receive their loan payments. 



0. How will a UDIC program likely affect low-income stu- 
dents? 

A. Most UDIC plans provide additional resources to low- 
income students. First, the program permits students 
to borrow more funds with more reasonable repayment 
schedules. Second, Congress can take a portion of the 
$5.1 billion saved by eliminating the Stafford and 
Perkins loan programs and transfer it into the Pell and 
SBOG grants which have been especially helpful to low- 
income students. 



Q. Will implementation of a federal UDIC program make 

state college prepayment programs like that in Michigan 
obsolete? 

A. Mo, not necessarily. States which wish to set up col- 
lege prepayment programs can do so regardless of UDiC 
loans. Parents who wish to make substantial contribu- 
tions to their children's education can do so using 
this mechanism. 



Q. Won't a UDIC program have a negative effect on 

philanthropic contributions to institutions of higher 
education? 

A. Probably not. Most corporate and individual giving to 
higher education is for capital expansion, not current 
expenses. One suspects that corporations and individu- 
als will continue to contribute to college and univer- 
sity endowments for such purposes. 
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Answering thes« questions obviously will not mollify all 
thoss who would oppose such a program. Moving toward such a 
radical restructuring of education finance will certainly have 
its detractors. Private banks, subsidized by government guar- 
anteed student loans, will certainly balk at losing this lucra- 
tive market. Those who are part of the vast bureaucracy in- 
volved in servicing the current array of loans may also object 
on self-interest grounds to a system that makes their efforts 

unnecessary. However, the gains from implementing a 
UDIC loan plan — from the perspective of students, their 
families, and the corporate sector advocating more resources 
for education — presumably should carry the day. 

Indeed, it is the rare government program that simulta- 
neously satisfies a number of disparate public policy goals and 
at the same time has the opportunity to garner broad bipartisan 
support. The UDIC-type legislation now under consideration by 
this Committee has the potential for being one of these. By 
providing a significant increase in the level of federal fund- 
ing available for post secondary education, by appealing to the 
needs of ♦■he middle class student as well as the student from 
the low-income family, ana by providing a prudent investment 
opportunity for the U.S. Treasury, a UDIC higher education loan 
program meets both the criteria of efficiency and equity for a 
government program. 

The specifics of the program can be debated and revised, 
but the basic structure provides a sound basis for promoting 
the national debate on how America can renew its commitment to 
education and to equal opportunity. Put simply, expanding on 
the principles set forth in H.R. 2336 and H.R. 3050 could be 
the ideal way to pay for education in the future. 
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Mr. Chairman and Members of the Subcommittee: 

We appreciate the opportunity to provide the Subcommittee with the views of 
this group of higher education associations on the appropriate role of income- 
contingent repayment of federal loans, and on HR 2336 and HR 3050, which authorize 
new unsubsidized loan programs providing income-contingent repayment, 

The Cment Role of Student Loana 

About half of the college enrollment, over 5 million students, currently 
receive some form of fedeTal need-based aid. Grant resources ve restricted by federal 
and state budget constraints, and although most students work, jobs do not provide 
sufficient income to be a primary financing mechanism for most full-time students 
particularly for those who do not live at home while attending college, and those 
attending higher-priced institutions. n,us. loans are a necessary part of the financial 
aid package for many undergraduate and graduate students. Over 4 million students 
currently receive federal loans. 

The primary goal of the grant, work and loan programs authorized under Title 
rV of the Higher Education Act is to equalize educaKonal opportunity and to enable 
ahzens to attend postsecondary education even if the financial resources of their 
families are inadequate. TTiese programs are based on a partnership between students 
families, and federal and state governments to enable needy students to finance 
postsecondary education. 

The federal statute expects families of needy students to contribute a reasonable 
amount toward the student's educational expenses, including student self-help 
Federal and state grant, work, and loan programs try to cover the remainine cost of 
attendance. 

We believe that these expectaKons continue to be appropriate - that parental 
resources and federal and state grants should continue to provide the major support 
in the student aid package for the needy traditional college-age undergraduate 
population, and that federal and state grants should continue to supplement savings 
and earnings for needy older students who are financially independent of their 
parents. For both groups of needy students, loans should be a supplemental source of 
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assistance, not the major source of financing, and loan repayment should not work an 
undue hardship on needy borrowers, many of whom are at-risk students. 

Role of Cuirent Programs 

Ther« are three ways in which public policy can insure that repayment of federal 
loans is not onerous: one is to limit the amount that students can borrow, particular!" 
in the early years of a student's college program; another is to make the terms and ' 
conditions of loan repayment as simple and flexible as possible; and a third is to 
subsidize a portion of the federal cost of the loan. 

The federally-guaranteed bank-based Stafford loan program attempts to meet 
these goals through a number of mechanisms: lower loan Umits in the first two years 
in-school interest subsidy, federal subsidy of the difference between student interest 
rates and market rates, subsidy of defaults by the fede.al government and student 
insurance premiums, and provisions for deferments, consoUdation, and forbeaiance 
during repayment. 

Because of the desire to minimize student debt. Congress has authorized the 
PLUS program of loans for the parents of dependent students, which do not subsidize 
in-school interest, and carry a higher interest rate than Stafford loans, but which 
provide access to credit over a 10-year period that these families might not have 
otherwise. We strongly support the conHnuation and strengthening of the PLUS 
program to help parents finance their children's education. We have recommended 
that loan limits on this program be removed so that aedit-worthy parents can borrow 
up to the cost of their children's education minus other student aid. 

We also recognize the need for the Supplemental Loans for Students (SLS) 
program for independent students who do not qualify on the basis of need for Stafford 
loans, or who, as graduate or professional students, need to augment the amount of 
their Stafford loans. n,e statute also attempts to make these loans manageable for 
eligible students, but it provides a minimum of federal subsidy. Since the interest rate 
IS higher than the Stafford rate and is not paid by the federal government while the 
student is in school, we hope that most undergraduate students, particularly at-risk 
students, do not have to assume this kind of debt, particularly in the early years of 
their undergraduate program. When interest is not paid by the federal government 
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while the student is in school and is capitalized, interest accrues on interest. If the 
student remains in school for a number of years, the debt service during repayment 
can easily become burdensome. This is presumably why Congress has been reluctant 
Xo open up the SLS program, without restriction, to dependent undergraduate 
students. 

Policy Issues 

niere is inaeasing pressure from students and families to provide higher loan 
limits in the subsidized Stafford program to help them finance postsecondary 
education. Current budget restrictions make this difficult to do because they require 
that a method of financing be provided for any federal additional subsidy in 
entitlement programs. Further, there is apprehension among many in the 
community and Congress that shidents will not be able to manage the increasing debt, 
even when in-school interest is federally subsidized, during the statutory 10-year 
repayment period. 

The other major federal policy problem is default on Stafford and SLS loans. 
The federal government currently pays over $3 billion annually in default claims to 
lenders; it anticipates that about half of this amount will ultimately be repaid. The 
Department of Education has documented that borrowers with low-incomes prior to 
enrollment and after enrollment have the most difficulty repaying loans on the 
stahitory repayment schedules, and have the highest default rates. When borrowers 
default, the federal government pays off the lender; then the state guaranty agencies 
and the federal government collect as much principal and interest as they can from the 
borrower - in effect running an income-contingent loan program, but one which 
leaves the borrower with the stigma of default, a bad aedit history, and loss of 
eligibility for Title IV funds. 

The recent interest in income-contingent repayment in a direct federal lending 
program is prompted by these related goals namely, providing a way for students to 
borrow and repay larger loans while minimizing the federal subsidy and alleviating 
the default problem, which has tarnished the reputation of federally-guaranteed 
student loans. 
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Association Recommendations 

Our response Is threefold. Number one, we believe that it is far l>etter policy for 
parents to assume greater responsibility for their dependent children's education than 
for the students to do it. Thus, we recommend increasing the ability of parents to 
borrow under the PLUS program. 

Second, inasmuch as inaeased student borrowing may be inevitable, 
particularly among older independent students, we believe that the federal 
government has the responsibility to provide loans ^t the lowest possible cost to 
needy, at-risk students with repayment terms that are in the students' best interest and 
enable them to repay without default. 

Third, we believe that undergraduate and graduate students from families who 
may not meet the federal aiteria for '*need" and lx)rrow under an unsut>sidized federal 
program should have access to repayment terms that enable them to meet their federal 
obligations for repayment with a mirumum of hardship and adverse impact on career 
choice. 

Under the credit reform provisions of the Budget Enforcement Act, it appears 
that greater benefits for l)orrowers are possible at lower cost to the federal government 
by using direct federal borrowing rather than capital supplied by commercial banks. 
We proposed in our package of reauthorization recommendations submitted to the 
Subcommittee in April that instihitions should have the option to participate in such 
a direct leading program with subsidies similar to those provided in the Stafford 
program. 

HR 3553 includes a direct federal lending proposal similar to the one we 
proposed, requiring the Seaetary of Education to offer income contingent, graduated 
repayment, and conventional repayment options to student borrowers. The CBO has 
estimated that direct federal lending could achieve sufflcient savings to finance the 
inaeased benefits, including increased limits for loans subsidizing in-school interest, 
offered under this proposal. Further, ar. income contingent repayment option, as well 
as regular amortization and graduated repayment, are easier because fewer steps are 
required than under a bank-based program. 
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The need for nexible repayment terms, however, goes far beyond the group of 
students who participate in a new direct loan program. Students are currently 
borrowing over $10 billion annually under the Stafford and SLS programs, and over 
$50 billion is outstanding. We propose, therefore, that a comprehensive set of 
repayment opHons for aU federal loans be offered to aU student borrowers irrespective 
of the specific federal loan program under which they have borrowed, under policy 
guidelines which protect the students' interests and are not so costiy to the federal 
government that they cannot be enacted in the current budget climate. 

Congress has provided hardship deferments, graduated repayment (at lender 
option), forbearance, and loan consolidation for borrowew. The first three are helpful 
to borrowers with short-term difficulties; and loan consolidaHon is appropriate for 
those with large debts and good incomes who need a longer period in which to repay 

There is a further group of borrowers who need additional help, and that is 
those whose income in repayment is inadequate to service their debt for a period of 
years, that is, those whose debt service exceeds 10% of their income. This group 
includes those who dropped out of school and whose financial circumstances did not 
significantly improve as a result of their postsecondary experience, as well as those 
who choose a career in a public service field with an annual salary less than their total 
debt. We believe that these borrowers should have the opHon to petition the 
government to allow them to repay on an incomen^ntingent basis for as long as the 
period lasts in which their income is inadequate to service their debt without undue 
hardship. During this period, interest which is not covered by their repayments 
should be forgiven and should not be added to their total debt. We believe that this 
period will be temporary for most borrowers, but if for some it is not, we believe that at 
the end of 20-25 years, the remainder of the loan should be forgiven. 

Wo realize that banks are unwilling to take on broad scale income-contingent 
repayment without an enormous increase in the spedal allowance. An even more 
significant issue is that we do not believe income-conHngency and extended 
repayment are necessarily appropriate for all borrowers. Since interest accrues on the 
principal of all federal student loans throughout the repayment period, it is to the 
borrower's advantage to pay the interest as it accrues and to repay in as short a time as 
IS reasonable to avoid excessive debt service. For those borrowers whose incomes in 
repayment are inadequate to service their debt without undue hardship or default, we 
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recommend that the GSLP be modified to allow the federal government to buy up 
loans from eligible borrowers who petition for income-contingent repayment as it 
does for those in default. The federal government, working through state agencies, 
could purchase all the borrower's guaranteed loans, combine them with any other 
direct federal loans, and allow the borrower to repay on an income^contingent basis 
during the period in which the borrower's income was insufficient to repay without 
undue hardship. 

The basic principle which we believe is necessary in any income-contingent 
program is that the federal government, not higher income borrowers, subsidize the 
interest payments of borrowers whose incomes after leaving school are too low to 
cover the cost of interest as it accrues in repayment, and that unpaid interest for this 
group of borrowers not be added to the borrowers' principal. 

Problems with HR 2336 and 305O 

We believe that HR 2336, the "Income-Dependent Education Assistance Act" 
(IDEA), introduced by Congressman Petri, and HR 3050, the"Self.ReUance Scholarship 
Act," introduced by Congressman Miller, contain elements that are worthy of 
consideration. Both bills authorize unsubsidized loan programs, but neither would 
replace the Stafford loan program. Both bills would use federal borrowing as the 
source of loan capital to provide loans with lower shident interest rates. Both attempt 
to make repayment of student loans more manageable for students and the federal 
government, and would alleviate the default problem, with its attached stigma for at- 
risk students. The shident would repay on an income<ontingent basis, and IRS would 
be responsible for collections through payroll-tax withholding. The potential 
advantage of IRS collection of student loans has attracted the attention of many of our 
members for years. We have not seen analysis of this approach and look forward to 
the assessment by IRS on the feasibility and projected cost of this system. 

Both biUs, however, would establish large-scale programs that allow students to 
borrow amounts greatly in excess of current programs, require one group of student 
borrowers to subsidize another group of student borrowers in order to avoid any 
federal subsidy, and attempt to make these changes to federal student loan policy 
acceptable by providing income-contingent repayment and extending the repayment 
period to 25 years. 
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F6r the majority of »tudents, extending repaynvent to 25 years, that is, into 
middle-age. Is not an unqualified benefit, particularly in an unsubsldized program in 
which unpaid interest Is steadily accruing. Income contingent repayment In and of 
itself does not minimize the amount of principal and interest which must be paid. 
We believe that the particular combination of features in the programs proposed by 
these bills would add excessively to shident debt, and shift responsibility from parents 
and the government to students. 

As Dr Bruce Johnstone, now the Chancellor of the State University of New 
York system, wrote in 1972, "we do not feel that income contingency should be 
embraced as a major source of new revenue or as a painless way for parents, taxpayers, 
or hard-pressed governments to shift substantially more of the costs of higher 
education onto the shident. Income contingency 'at its best' even with substantial 
low-income protection - is not so much better than conventional debt that it can 
eliminate the added financial burdens upon the student of a shift in the balance of 
public versus private upport.... Decisions on pridng policy and the allocation of 
finandd responsibility among parents, shidents, and the government are vastly more 
important and fundamental than decisions with respect to a particular credit 
instrument. A preoccupation with income contingent loans or with any other means 
of coping with the costs of higher education can only obscure these fundamental 
questions." 

Although the programs proposed in these two bills would supplement the 
existing federal loan programs rather than replace them (except for SLS), we believe 
that their long-run effect could be to undermine support for the principles embedded 
in the existing need-based subsidized federal programs: that unsubsldized student 
loans should not be the major financing mechanism, particularly for dependent 
students; that parents should bear the primary responsibility for this group, and that 
the federal government, not other borrowers, should bear the cost of a l)orrower's 
failure to repay, not other lx)rrowers. 

It is inherently difficult to assess how much it costs to subsidize borrowers with 
low after-school incomes in an income contingent program. The Congressional 
Budget Office (CBO) in its analysis of HR 2336 documente the difficulty in assessing the 
costs of the IDEA proposal, stating, "We can make only educated guesses about the 
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future Incomes of thew shidents, but these assumptions are essential for determining 
costs.- We beWeye that the cost of income contingency on an exccpllon k>asis fcr 
hardship cases is more nunageable, and, like default, is an appropriate federal cost. 

HR 2336 explicitly attempts to avoid any federal subsidy of borrowers with low 
post-college incomes by having higher income borrowers pay at a higher interest rate 
than borrowers are currently char^^. »*i!der the SLS program. The basic rate for all 
borrowers would be the rate of 91-day T-Wlls plus 2%, not to exceed 10%, but if a 
borrower's post-college income were high enough to repay the loan in 12 years or less, 
an "early repayment penalty would be charged. At the end of 25 years, or in case of 
death or disability, the loan would be forgiven. Borrowers whose incomes after 
leaving school are so low that lliey do not file income tax forms would not have to 
make payments. 

According to the CBO, The early repayment penalty would be equivalent to 
the additional amount that would have been owed if the loan had been originally 
charged an interest rate that was higher by Z5 percentage points." That is, the 
borrower who repaid the loan early would be charged an effective interest rate of T-bill 
plus 4.5%. CBO s analysis projected that the range of subsidy to borrowers would vary 
widely, depending on income, but that middle- and high-future income borrowers 
would have a net negative average subsidy. That is, for every dollar the federal 
government lends to these borrowers, it would make a profit on a net present value 
basis. We believe that this is Inappropriate for federal programs designed to assure 
postsecondary opportunities. 

The federal subsidy in the SLS program at the present time is limited to default 
costs, as noted by CBO director Robert Reischauer in his October 11, 1991, letter to 
Congressman Petri. We believe that the inabiUty of borrowers to repay loans after 
leaving school should continue to be borne by the federal government and not be 
shifted to higher income students. 

Even though repayment would be limited to a percentage of income, borrowers 
with low incomes after graduation could still repay extremely large amounts of 
interest as well as principal, because of the high loan limits and absence of subsidy, 
and because repayment woujd continue for 25 years. Interest would accrue while the 
borrower is in school, and during repayment periods in which the percentage of the 
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borrower's income required for repayment is not sufficient *o cover interest, resulting 
in negative amortization. 

We have no CBO analysis of HR 3050, but the bill states that its goal is to be self- 
finandng. It allows students to borrow up to $10,000 per year, viriih a maximum of 
$33,000. Length of repayment options would range from 15 to 25 years, and there Is a 
penalty for prepayment. There is also a surcharge for borrowers earning over 
$1 million annually after graduation. To cover program costs, there would be a 
minimum repayment for all borrowers, irrespective of how low their income after 
leaving college. Borrowers earning below 66% of the average salary of the college- 
educated population would have their payments calculated as if they did earn 66% of 
the average salary. This program would provide a significant inaease in the total 
aggregate federal loans for which a student could apply, and the precise repayment 
terms, including the amounts of principal and interest paid, are critical to any 
assessment of its equity and desirability. We would need an exhaustive analysis of the 
impact of the program's repayment provisions on borrowers from varying post-college 
income levels before we could fairly comment, but it appears that the desire to make 
the program self-finandng has produced terms and conditions that are unattractive to 
borrowers whose post-college incomes are either very high or very low. 

In condusion, we support income-contingent repayment for students who have 
difficulty repaying federal loans of all types, induding borrowers who enter low-paying 
professions and have difficulty repaying on standard repayment schedules. Further 
analysis of the repayment formulas used in these bills would be useful in developing 
prototypes to be used in such cases. Many of our members would support an income 
contingent repayment plan that is part of a loan program that provides, overall, the 
maximum benefits to students. 

We also support institutions having the option to use direct federal lending to 
provide greater student benefits at lower federal cost. We applaud the indusion of 
direct lending in HR 3553, but we recommend that the loan linuts under this bill be 
the same as those of current programs during the phase-in, that both large and small 
institutions be encouraged to partidpate, and that the phase-in period should allow 
the opportunity for Congress to assess progress and make any necessary adjustment. 
Our analysis Indicates that there are fewer steps involved in providing flexible 
repayment terms under direct lending than under a bank-based program. 
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Further, we believe that federal loan programs, particularly those for 
undergraduate students, should contain some level of federal subsidy, such as at least 
the modest amount in the SLS program covering defaults, rather than having 
borrowers with high incomes after graduation subsidize those with lower incomes, or 
those with low incomes repay a percenUge of income which they do not have. 
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February 4, 1992 



The Honorable HilliaiQ D. Ford 
U.S. House of Representatives 
Washington, DC 20515 



Dear chairman Ford: 



On behalf of the Coalition of Higher Education Assistance 
Organizations (COHEAO) we are writing to express strong objections 
to the direct lending proposal contained in H.R. 2336* 

The membership of COHEAO includes oampus-based student loan 
managers, loan servicing and collection entities and other 
organizations interested in the operational aspects of student 
lending. These are individuals with in-depth knowledge about how 
student loan programs operate on campus, who are often charged with 
designing and implementing default management programs and who have 
actively participated in the development of H.R. 3553, the House 
bill to reauthorize the Higher Education Act of 1965, as amended. 

For the following reasons, COHEAO objects to your proposal to 
establish a direct lending program, mandating income-contingent 
repayment and utilizing the Internal Revenue Service to perform all 
collections functions: 

*IDEA would substantially increase the repayment obligations 
for middle-income borrowers through the capitalization of 
interest during the in-school period and the extended 
repayment period 

♦IDEA denies students the in-school interest subsidy currently 
paid by the government on their behalf in the GSL program 

♦IDEA discourages families from saving for the education of 
their children by making large loan amounts available to 
borrowers 

♦IDEA would impose origination, record keeping and reporting 
responsibilities on many schools that do not want them and 
cannot afford them 
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£he Honorable William D. Ford 
February 4, 1992 
Page 2 



^^^^^^^^^^^^ 

alency"fo?'irudrnt''loanf ^''^ - « collection 

*^l°^Vi!n'cn\\^^^^^^^ -payment syste. is 

and balances whlJL'\'sfu^°:'p'r'5g^^^-l"„^"3'g',i°^^^^^^ checks 

last -^k^^s^VtrD^"^°^t^e^t^^'ched"'^"^ ''^^'^ 

campuses »ust address to i^'iement direct ^''^ 
to the membership. We thouaht thov\,^.n h u "ei^e presented 

other members of the CoMittL on^pH. ^.''^ °^ interest to you and 
they be included in the^ecort f^^r^w" ^"'^ ""'^ "^l' that 

Direct Loans. Thank you for your* Ume"\'n^d ''l„V'" °" 
concerns. ^ interest in our 

Sincerely, 




COHEAO 
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"An Examination of Campus Implementation of Direct Lending a Mixed View*" 
Presented During a Panel Discussion on Direct Lending 
at the COHEAO Annual Meeting, January 28, 1992 



Presented by: 
Judith Nemerovski Flink 
Vice President of COHEAO 
Director of Student Financial Services and Cashiering Operations 
at the University of Illinois at Chicago 
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"An Examiiutton of Campus Implemenution of Dirett Unding: A Mued View". 

The University of Illinois at Chicago is a public university with approximately 24.500 
students, 60 per cem of which receive some form of federal financial assistance. Our 
participation in the Guaranteed Student Loan Programs amounts to an annual loan 
volume of over $20 million with over 5,000 loans issued. 



While the concept of direct lending merits consideration and further investi/jation I do 
not endorse the proposals for direct loan programs included in House Bill 3553 or 
Senate Bill 1845 introduced by Senators Simon and Durenberger. After conducting my 
own analysis of both proposals I concluded that either proposal for direct lending would 
increase my Institution's workload without providing a substantial benefit for the student. 
Ut me preface my remarks by noting that the proposed bills do not provide the detail 
needed to do an in^epth institutional administrative cost analysis. Many of the costs 
assumed by the institution will be the result of Department of Education regulations. 



House Bill 

Under the House direct lending proposal loan origination becomes the responsibility of 
the school. This process will increase administrative ccsts borne by institutions. Yes, 
schools are currently originating Perkins Loans, but the Perkins Loan Program at 
institutions are much smaller than the Guaranteed Loan Programs. My university has an 
annual Perkins volume slightly more than million, whereas our Guaranteed Student 
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Loan volume exceeds $20 million. This would mean originating nearly seven times mote 
loans. 

The origination of the loans by the school does not guarantee that a student will receive 
their fiinds faster than under the current system. The school will have to estimate the 
amount of direct loan funds needed well in advance of the academic year. If the amount 
or the format of the request is incorrect delays would result. Schools will experience 
restrictions similar to the Pell Grant Program in estimating campus loan needs. This in 
addition to the complexity of federal budget restrictions and the timing of the schools 
governing board establishing tuition and fee amounts will increase the probability of 
adjustments and delays in funds. 

Under the direct loan program students would now sign promissory notes at the 
institution and the institution would maintain a file ot promissory notes in addition to 
sending the note to the Department of Education. For the institution this means having 
the facility and suff to accommodate a large number of students signing promissory 
notes and the physical space and staff to maintain these notes. 
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tht school would be responsible for transmitUng the Iom notes to the Depvtnent of 
Education along witii information on borrower sUtus to perhaps more agentt than under 
the current system. TTie school would than need to reconcile their information with tiie 
information the agency reported as received. 



nie added responsibility of loan origination and the volume of loans increases the 
probability of mistakes by the institution such as incomplete promissoiy mites or lost 
m)tes. Institutional liability under the proposal is uncertain but there is a likelihood that 
tiie institutton would be financially liable for ah errors. The additional responsibilities 
assumed wiUi direct lending and the sheer volume of loans increases the probability of 
institutional errors. Under the current Guaranteed Program approximately 11 percent of 
all loan default claims are not paid by guaranty agencies or the Federal Government due 
to defects in originating and servicing. But instead are paid primarily by loan holders 
and servicing agents. (NASFAA, Oct. 1991) 



As direct lenders schools could also be involved in borrower lawsuits alleging that they 
did not receive the education they were promised or that the school did not comply with 
applicable sUte or federal disclosure or other consuner protection laws. Borrowers 
could make claims that under these conditions they should no. be responsible for 
repaying their loan obligations. (ISAC, Oct. 1991) 



ERIC 

„ 241 



227 



Under the House program the institution would receive a lump sum payment for loan 
ledpients. The institution would have to reconcile the direct loan account. Institutions 
currently reconcile their Perkins accounts, but as I already indicated the direct loan 
account wouM be subsuntially larger. 

For students who withdraw from the University in the middle of the term the institution 
will have to adjust the promissoiy note to reflect the change in status. The institution 
would have to maintain proper documentation and perform accepted accounting 
procedures for comprehensive audits of the program. The institution would be subject to 
audits similar to those performed on lenders. For the protection of the institution an 
expansion of tniemal audit and review procedures would be advisable. 

Without lending institutions involved in the process institutions would be the sole 
provider of loan counseling. My institution has benefitted from the literature and 
counseling videos produced by lenders. The quality of loan counseling students would 
receive without lender participation may be in question. Without the lenders and the 
guarantors in the process the focus will be on institutions to reduce defaults. 
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To cover these admiiustrative costs an administrative fee of $20 per loan is included in 
the proposal, subject to the annual appropriation cycle of Congress. Congress may 
decide to cancel the fee. In my and many of my colleagues opinion, this administraUve 
fee will not ofDset the increased financial risks and administrative costs. We place the 
cost of originaUon at $50 to $100 per loan. In addition, the administrative fee for a 
public institution will go to the general fund and not my department's budget. Financial 
aid administrators have made claims that the program will decrease the tasks a school 
performs. TTiis may be true for the financial aid office but not the business office. 
Responsibilities are shifted but resources and personnel may not 



The Department of Education will be faced with new responsibilities including the 
development of a da<a base to track the loans. ED. however, has failed in its attempt 
implement a National Data base. THe implementation of an extensive data base that 
would provide both institutions and the Department with information needed to 
effectively manage the loan program based on ED's histoiy may not be likely. n,e 
program also assumes that institutions have the computer capability to jrammit and 
receive information. This not always true. 



'■ current 



An important issue and one of great concern to myself is the phasing out of the , 
Guaranteed Student U,an Program. It will take about 20 years to phase out these loans. 
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I question Ihc abiliiy of ED to phase oui the GSL program while implementing a direct 
loan program. TTie instituiion, during ihis phase oat period would be maintaining dual 
loan programs. Even when the direct loan program is operational ihe insiituiion will 
continue to answer inquiries aboui guaraniced loans and process deferments. 



IDEA Program 

I have several reservations aboui the IDEA Credit Bill and the cffeci the program will 
have on higher education institutions and students. IDEA eliminates interest subsidies 
and will cost students more money to repay the loan then the current Guaranteed 
Student Loan Programs. 



Under the IDEA Program a borrower will be in repayment for a maximum of 25 years. 
After this period the loan balance will be forgiven by the federal government. This 
method of repayment eliminates student loan defaults. However, there is no way to 
predict the amount of loans that will be forgiven. Forgiveness could cost the federal 
government significantly more than loan defaults. A Congressional Report released in 
1988 stated that Contrary to popular perception, the typical defaulter is not a "deadbcat" 
who refuses to pay. but appears to be a dropout who is unable to pay. Defaulters tend 
to be first year students, from low income and minority backgrounds, with a small 
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balance loan who did not complete much more than the first year, have borrowed only 
once, receive no or little assistance from parents in repaying, are likely to be unemployed 
when the loans come due, and never make a payment.** {Those students most likely to 
default under the current program are most likely to have their loans forgiven under the 
IDEA program. A student who borrowed $10,000 and earned S9J50 upon graduation 
with an annual income growth of S per cent would have S14,6S0 of the loan balance 
forgiven after the 25 year repayment period ceased.} 

Similar to the House Bill, the IDEA bill creates additional administrative work for 
institutions. This additional work includes loan origination which involves producing 
promissory notes, having the student sign the note, maintain a loan file, sending the note 
to the federal government, and reconciling the drawdown account. During this current 
economic period many institutions are faced with serious budget shortfalls that would be 
further strained by the passage of the IDEA Bill with no provision for an administrative 
cost allowance. Both the House Bill and the Perkins Loan program provide the 
institution with an administrative allowance. 

The IDEA program ties the student's repayment to post-school income. This could 
discourage both students and parents from saving for higher education. Since everyone 
qualifies for the loan there is no way to predict if this will increase the number of loans. 
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TTie program also leads to an intcrgcncrational shift of dcbt«wilh students assuming the 
full re^nsibilily of paying for higher education. 

The IRS selves as the loan servicer for the IDEA program. The IRS will most likely 
resist a change to their intent of this magnitude. The IRS is in the business of collecting 
taxes, not student loans. I also have reservations about the quality of service students 
will receive dealing with this large bureaucracy when questions or problems arise. When 
students have difficulty resolving problems or have questions about their loans they are 
likely to contact the school since the school originated the loan. In many instances the 
institution may have to act in behalf of the student to resolve problems. 

To conclude^ I do not believe in abandoning our 26 year history of success with the 
Guaranteed Student Loan Programs for an untested and unproven program. The 
program can be modified more successfully than replaced. Forjjiving loans under the 
IDEA Program could prove much more costly than current loan defaults. Many of the 
arguments for direct lending..^tandardiration, simplification, and restoring the balance of 
loans and grants...could be incorporated in the current Guaranteed Loan Programs. 
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An Examination of Caapus l»pla»entatlon of Direct 
Lending a Hixad Viaw^ 
Prasanted During a Panel Discussion on Direct Lendina 

at the COHEAO Annual Meeting, January 28, 1992 



Presented by: 
Jeanne Dotson 
Student Loan Account Supervisor 
Concordia college 
Noorhead, Minnesota 
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Concordia College ia a private church related Liberal Arta College located in 
the heart of the Red River Valley in Moorhead. Minneaota. Our full tiae 
enrollMnt ie 2933. The Federal. State, and Institutional granta 
and loans in the academic year 1990-91 totaled over $17 »illion dollara. 
The Financial Aid office employe the director and two aeaiatanta. 
My office haa one person and that one peraon ia ae. Thla Boming I would 
like to ahare ao«e of "y concerns and those concema related to bc by others 
in the private aector as well as the state in our geographical region. 
On Tuesday, December 10, 1991. Senator David IXirehberger asked officials froo 
Moortiead State University. Concordia College and ttoorhead Technical College 
for input on his proposal that would ahift the fundanental financial 
reaponsibility from parents to students. He went into considerable detail on 
his "IDEA CREDIT" proposal and guite honestly painted a pretty picture. He 
asked us if this was -the right thing to do**? This briefing was very well 
attended by the college presidents. Deans of AdmisBionfl» Financial Aids, Arta 
and HuBAnities, Fiscal Officers, and the news media. The propoeal was oet 
with an "incredible lack of enthwiiaaa" (in Senator ftirenbergers words) by all 
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«ho attewM. Th* eooMras voie«i hbn irLth refard to him ooMsnta that 
"BlAw Uioatlan Is bMo^ a llfaluif BUMolt*. HiU thla llf«loii« purauit 
end up being a Ufalonc «W»t? Tha concept of haviix one fonat and one lender 
haa appeal to aoat. The ooooera about certain detalla sake thia alaost 
unacceptable, homver. \ do not believe that it la fair to let parents off the 
hook 80 eaally. I believe in savlix for your chlldrena education. I wonder 
how Muty young people today would be aware of the conaequencea of taking on a 
debt of UP to »70,000.00? How aany parenta would juat let their children take 
on this debt rather than contribute to their education? Please keep in aind 
that these young people will aarry each other and then they are looking at 
potentially $140,000 to repay over the next 26 years. I don't know about you 
but 25 years after I graduated froa college 1 would expect that I would be 

saving for my graadchilde education not still paying for sine 

Back In our day or should I say 'mr dajr" so that I do not offend anyone 

by Baking the assuoption that all of you are 'mr age' college waa an 

investiwnt that paid off with better jobs with security, higher pay with 
benefits, and the general consensus of a tlae in our lives well worth the 
effort. Todays young people face much lower expectations. If they are to 
mortgage their future for up to 25 years for a 4 year bachelors degree at the 
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Institution of tlitir oholc* their roturn Is oftso unwloyi»nt6 psrt tiae Jobs 
with no bsnsfits, nlnlMii vaco and a §bmt9l consensus of tSae in thslr 
llvM HOT wotth the effort**. Km then are we soins to keep yoMng people in 
education with that great of a burden? 

The loan prograu that are In plAce, though not perfect at least ask the 
student and parent to share in the cost of highe!?' education, Pertiape a ■ore 
attractive rate for the PLUS progran would do ^ore to encourage parenUl 
participation than aerely being required to Infoni the parent of PUJS 
availability. FVu»ther, tax benefits to fanilies that encourage savings and 
provide deductions for tuition paid could encourage parents to do aore. 
Parents sre possibly better suited for repay^nt after the 
student completes his/her course of study than the student who is Just 
beginning a career and/or faaily obligations. The financing of a poot- 
eecondary education is a partnership between the faaily, the school, and the 
government. This partnerehip has worked rather well in the past but now we 
are seeing the effects of an erooion of that partnership. Specifically, at 
Concordia, federal support to o\\r students hae declined by 10% in constant 
dollars from 1981-82 uatil 1990-91. This lOX decline is in loan, work, and 
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grant funding cort)in»a. On a national level the mU of grswt to loan Scv 
those ««, years haa eroded fro. a 52/46 ratio to a 48/49 ratio. Studente 
•re being forced into aMuaing an increaain, debt burdec for their o,»ucational 
expensea. 

Thia concern that otudenta will borrw aors than ia neceaeary haa been 
directed to Senator Si«,n and Senator Durenberger. The reaponae £ro« Senator 
Si«>n ia hia lateat letter to ne indicated that even though the lUita in the 
firat t«o yeara are cooParable to what an independent otudent could borrow if 
ahe/he qualified for both a current Stafford and SLS. and the liait.to the 
coat of attendance ia aaintained. that he intenda to aaintain the current 
proviaiona that wwide financial aid officera with ao«, diacretion to control 
unneceaaary borrowing. I would be interested in the data showing how many 
financial aid officers actually exercise thia discretion when counseling a 
student who is trying to finance his/her education and all resources have been 
used because the parent having the knowledge cf the loan Uaita has made the 
decision to allow the student to take on the extra debt rather than .naking tho 
contribution theaselvea. 



The uae of the federal incoae tax ayatea to collect student 



lo&na would 
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almif loantly cooiplicAta xho inccao tax procaes aa nail aa craatlnc burdana 

for coopanlea of all aizeo who hava to idjuat withholding to account for 
axounta owed on loana. Tha probability of tax dliaobedianca ia incraaaed and 
in aoM inatancaa I baliava it could bocotta a datarreut for a potantial 
aaployar to hix'a a collega graduAY;e who haa atud<$nt loana. FUrtbarttora, ualng 
the aoonario of tha average borrower «bo over tiie couraa of hie/her education 
hao borroved a total of $40,000*00 through IDBA credit* The intereat haa 
accrued on thia aaount at 2% over the 91 day T-bill rata or tha rata projected 
by tha Congreasional Budget Office of Q% and upon graduation tha $40,000 has 
Juat bacooa $45,918.00. After diacueaing thia with our Financial Aid and 
Placanant Diractor we felt it would be fair to say that a college graduate 
with a degree froa a liberal arte college or univeraity would sake about 
$25,000 par year for hia/her Job. Senator Siaon and Senator Duranbargar have 
propoaed that no payaant may exceed 25X of the difference between actual 
incooe and the Biniaua filing iiicone which ia $5,550.00, (if aingle and under age 
65) . Thia would nean, uaing that fomulat that the Monthly with holding 
could be aa high aa $405.20. With all the coata of atartlng up a "real life 
in the "real world" taken into conoidertation, can any of ub realiatically say 
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upon the tMk of iKplMMmtlni a neu prograa «Hiioh will affoot tha futura of 
tha Mjorit/ of our younc paopla and tha groifth of our aconoay. 
In cloeing pleaaa allow me to thank you for your Kind attantlon. I raallza 
that thia ia a vary attotional topic and that aach paraon and Inatitution haa 
ita own poaition. I appreciate being able to ahara sine with you and I would 
aak that you not queationa ay dollar figurea becauae I 'a not very good with 
nuabera and I would hate to sake a fool of ayaelf . Whatever time I Bay have 
left I will defer to Judith Flink. Thank you. 
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DIRECT LOMI PROPOSAL 
NIXED VIEV 

JOSEPH A. RUSSO 

COALITION OF HIGHER EDUCATION ASSISTANCE ORGANIZATION 
ARLINGTON, VIRGINIA 

JANUARY 26, 1992 

THANK YOU FOR THE OPPORTUNITY TO PROVIDE NY CONHENTS ON THE CONCEPT OF THE DIRECT 
LOAN PROGRAM. CERTAINLY THERE ARE MANY MAJOR ISSUES WHICH NEEDED OUR SERIOUS ATTENTION 
AS WE REVIEW THE FEDERAL LEGISLATION GOVERNING OUR STUDENT AID PROGRAMS. IN FACT, 
PRIOR TO THE BIRTH OF THE DIRECT LOAN PROPOSAL, LEGISLATORS AND OTHERS INVOLVED IN 
DEVELOPING PUBLIC POLICY AGREED THAT WE DESPERATELY NEEDED TO AVOID THE "TINKERING" 
WHICH THE REAUTHORIZATION PROCESS SEEMS TO HAVE EXPERIENCED THE LAST COUPLE OF TINES 
AROUND AND RATHER CONCENTRATE ON THE MORE FUNDAMENTAL QUESTIONS OF LOAN/GRANT 
IMBALANCE, SIMPLICITY OF DELIVERY, AND INTEGRITY. CONSENSUS ON THESE AS MAJOR CONCERNS 
WAS ALSO FOUND AT THE PRACTITIONER LEVEL, I.E., THE FINANCIAL AID ADMINISTRATORS WERE 
ALSO IN AGREEMENT THAT THE HEAVY DEBT BURDEN, THE NEED FOR SINPLICITY, AND THE NEED FOR 
INTEGRITY WERE M BIGGEST ISSUES. 

IN SOME PEOPLE'S VIEW, THE DEBATE OVER THE DIRECT LOAN PROGRAM HAS BEEN A MAJOR 
DISTRACTION TO THESE ISSUES. WITHOUT QUESTION, !T HAS CONSUNED A LOT OF TIME AND 
EFFORT. IN FACT, FOR SEVERAL MONTHS NOW, IT HAS PICKED UP CONSIDERABLE NOMENTUM, 
HAVING RECEIVED PUBLIC SUPPORT FROM SUCH INSTITUTIONS AS HARVARD AND NICHIGAN AND MANY 
OTHERS. RECENTLY, HOWEVER, THIS MOMENTUM HAS SLOWED, AS MORE OF US HAVE BECOME MORE 
VOCAL IN EXPRESSING OUR QUESTIONS. 

IN MY REMARKS TODAY, I WILL INDEED RAISE SOME OF MY CONCERNS. BUT PRIOR TO DOING 
THIS, I BELIEVE WE SHOULD ALL ASK VERY SERIOUSLY, IF THE DIRECT LOAN PROPOSAL WERE SUCH 
A LOUSY IDEA, WHY HAS IT RECEIVED SO MUCH INTEREST AND SUPPORT? WHY WAS IT NOT SIMPLY 
IGNORED? 

I WOULD CONTEND THAT THE PRIMARY REASONS IT HAS NOT DIED A QUICK DEATH RELATE TO 
THE FRUSTRATION THAT MANY HAVE WITH THE PROBLEMS SO OFTEN ASSOCIATED WITH STUDENT AID 
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IN GENERAL: IT'S TOO COSTLY. TOO CONPLICATEDt AND FRAUGHT VITH FRAUD AND ABUSE. DO 
THESE PROBLEMS SOUND FAMILIAR? IN FACT, THEY ARE RIGHT ON TARGET WITH THE VERY BASIC 
ISSUES OF EXCESSIVE BORROWING, THE NEED FOR SINPLICITY. AND THE NEED FOR INTEGRITY-ALL 
Of WHICH WERE AGREED UPON BASIC PUBLIC POLICY THEMES IN NEED OF SERIOUS REVIEW PRIOR 
TO THE DISCUSSIONS SURROUNDING THE REAUTHORIZATION DEBATES IN CONGRESS. 

WHY IS THE COST OF THE STAFFORD STUDENT LOAN PROGRAM GROWN SO DRAMATICALLY IN THE 
LAST 0ECA0E7 ARE THE COSTS REQUIRED TO DELIVER THESE FUNDS TO STUDENTS EXCESSIVE? HOW 
DOES THE FACT THAT A RECENT STUDY OF BANKS* LENDING ACTIVITIES SHOWING STUDENT LOANS 
TO BE THE THIRD MOST PROFITABLE VENTURE BEHIND CREDIT CARDS AND COHNERCIAL MORTGAGES 
RELATE TO THE QUESTION OF EXCESSIVE COST? CAN THESE PROFIT MARGINS BE REDUCED BY A FEW 
BASIS POINTS WITHOUT SIGNIFICANTLY INPACTING THE ABILITY OF LENDERS TO PROVIDE TIMELY 
AND ACCURATE LOANS? CAN CURRENTLY AVAILABLE MODERN TECHNOLOGY BE EMPLOYED TO REDUCE 
COSTS AND COMPLEXITY IN THE DELIVERY OF STUDENT LOAN PROCEEDS? WHY CANNOT ALL OF THE 
AGENCIES INVOLVED IN DELIVERY AGREE TO SOME COM^X)N STANDARDS FOR REPORTING? WHY DO WE 
HEAR SO NANY COMPLAINTS FROM BORROWERS RESULTING FROM LOANS BEING SOLO AM) SOMETINES 
SOLD AGAIN AND MOVED FROM ONE PART OF THE COUNTRY TO ANOTHER FOR SERVICING? WHY DOES 
THE IMAGE OF STUDENT AID CONTINUE TO DECLINE BECAUSE OF APPARENT BUREAUCRACY, 
COMPLEXITY, AND INSENSITIVITY TO ALL SORTS OF SPECIAL CIRCUMSTANCES OF STUDENTS AND 
FAMILIES? WHY TOO HAS OUR IMAGE BEEN FURTHER DAMAGED BY STORIES OF FRAUD AND ABUSE, 
CONGRESSIONAL INVESTIGATIONS REVEALING SCAN AfTER SCAM» LOUSY GRADUATION AND PLACENENT 
RATES» AND OUTRAGEOUS DEFAULT RATES? 

IT'S NO WONDER THAT SOME SUGGESTION TO CHANGE THE NATURE Of BY FAR THE LARGEST 
OF THESE STUDENT AID PROGRAMS-STUDENT LOANS-HAS PICKED UP SUCH SUPPORT AND RECEIVED 
SO LITTLE NEGATIVE REACTION... AT LEAST INITIALLYI I WHOLEHEARTEDLY AGREE WITH MANY 
WHO ESPOUSE THE NEED FOR CHANGE. IN FACT» AS HAS BEEN RATHER APPARENT, THE CHALLENGES 
RAISED BY THE DIRECT LOAN PROGRAM ARE VERY SINILAR TO THOSE RAISED PRIOR TO THE 
BEGINNING OF THE LEGISLATIVE PROCESS RELATED TO REAUTHORIZATION. THIS DEBATE HAS NOT 
BEEN A DISTRACTION BUT RATHER REFLECTS MANY OF Thl VALID PUBLIC POLICY QUESTIONS WE 
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SHOULD BE RAISIN6I AS WCH AS I AN CONCERNED ACOUT MANY ASPECTS OF THE OIRECT LOAN 
PROPOSAL, I AN PLEASED THAT THE CONSIDERABLE ATTENTION IT HAS RECEIKO AT LEAST HAS THE 
POTENTIAL TO 00 mCH TOKARO CORRECTING SQHE VERY FUNOAHENTAL PROBLEMS ASSOCIATED WITH 
MOW WE CURRENTLY GO ABOUT OW BUSINESS. THE VERY WORST RESULT OF THIS ENTIRE NATIONAL 
DEBATE WOULD BE THAT T!IE REASONS BEHIND THIS CONCEPT'S BIRTH AND SUPPORT WOULD BE 
IGNORED. IN A NUTSHELL. I AH VERY M/CH IN D?P9SITI0N TO OISHAHTLIHG THE CURRENT 
GUARANTEED STUDENT LOAN PROGRAM ANO THE ESTABLISHMENT OF A NEW OIRECT LOAN PROGRAM... 
BUT I AM VERY SYMPATHETIC TO THE SERIOUS PROBLEMS IT IS TRYING TO ADDRESS. WHERE I 
DISAGREE WITH BETSY AND OTHERS SUPPORTING THE OIRECT LOAN, IS THE MANNER IN WHICH WE 
GO ABOUT SOLVING THE PROBLEMS. I FEEL STRONGLY THE WE CAN FIX THE PROGRAM. WHICH HAS 
WORKED SO WELL FDR SO MANY YEARS FOR SO MANY MILLIONS OF INDIVIDUALS AND SO MANY 
BILLIONS OF DOLLARS. WITHOUT THROWING THE ENTIRE THING OUT ANO STARTING ALL OVER. 

HOW LET'S LOOK MORE SPECIFICALLY AT THE OIRECT LOAN PROPOSAL. FIRST OF ALL. ITS 
IMPLEMENTATION WOULD REMOVE A NUMBER OF NON FEDERAL PLAYERS FROM THE PROCESS. INCLUDING 
BANKS. GUARANTORS. SECONDARY MARKETS, ANO PRIVATE BILLING ANO COLLECTION 
ORGANIZATIONS... THE ASSUMPTION BEING THAT THE QUALITY OF SERVICE BEING PROVIDED WOULD 
BE BETTER THAN THAT NOW BEING DRIVEN BY A MORE COMPETITIVE BASED MARKET. THE TRACK 
RECORD OF THE FEDERAL GOVERNMENT IN ADMINISTERING STUDENT AID IN AN EFFICIENT, TIMELY, 
MO ACCURATE MANNER HOWEVER. LEAVES NUCH TO BE DESIRED. JUST CHECK WITH SENATOR NUNN'S 
SENATE COMMinEE'S REPORT TO CONGRESS. WHICH REFLECTED A TOTAL LACK OF CONFIDENCE IN 
THE FEDERAL GOVERNMENT'S ABILITY TO PROPERLY OVER-SEE ITS PROGRAMS. READ LAST WEEK'S 
CHRONICLE OF HIGHER EDUCATION ABOUT HOW THE EDUCATION DEPARTMENT'S ABILITY TC 
ACCURATELY MEASURE AN INSTITUTION'S DEFAULT RATE HAS BEEN CHALLENGED BY CALIFORNIA 
COMMUNITY COLLEGES. MOREOVER. THE U.S. DEPARTMENT OF EDUCATION HAS ITSELF. ALONG WITH 
THE ADMINISTRATION. INDICATED ITS SERIOUS CONCERN ABOUT BEING ABLE TO ADMINISTER A 
DIRECT LOAN PROGRAM. SUCH A TRACK RECORD ANO PUBLIC POSTURE DO VERY. VERY LITTLE IN 
ESTABLISHING A FIRM LEVEL OF CONFIDENCE IN A PROPOSAL WHICH WOULD BE SO DEPENDENT UPON 
FEDERAL LEADERSHIP. AGAIN. THIS DOES NOT SUGGEST THAT THE QUALITY OF SERVICE PROVIDED 
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UNDER THE CURRENT GUARANfEEO LOAN PROGRAN IS PERFECTLY ACCEPTABLE. IHPROVEHENT IS MUCH 
NEEDED BUT, I CONTEND, IS VERY ACHIEVABLE WITHIN THE CURRENT STRUCTURE, 

THE DIRECT LOAN PROPOSAL IS ALSO BASED UPON A NUMBER OF OTHER ASSUMPTIONS WHICH 
ARE OPEN TO SERIOUS QUESTION. FOR EXAMPLE, IT ASSUMES THAT EACH INSTITUTION CURRENTLY 
PARTICIPATING IN THE PROGRAM WOULD BE WILLING AND CAPABLE OF BECOMING A DIRECT LENDER. 
MOREOVER, IT ASSUMES A VIRTUALLY UN-LIMITED AMOUNT OF LOAN OOLURS BEING PROVIDED TO 
EACH INSTITUTION, REGARDLESS OF WHATEVER BUDGET DEFICIENCIES OR NATIONAL DEBT PROBLEMS 
BEING FACED IN OUR COUNTRY'S ECONOMY. ELIGIBLE STUDENTS ARE CURRENTLY ABLE TO SECURE 
LOANS. WOULD THE SAME ASSURANCE BE PROVIDED UNDER THE NEW PROGRAM? THE PROGRAM ALSO 
SUGGESTS THAT NEW EFFICIENCIES, SUCH AS ELECTRONIC FUNDS TRANSFER OR EFT, WOULD RESULT 
FROM DIRECT LOANS. ALTHOUGH SOME INTERSTATE BANKING REGULATIONS KAY INDEED NEED 
REVISING, ER IS ALREADY TECHNICALLY POSSIBLE UNDER THE PRESENT PROGRAM. LIKEWISE, THE 
STANDARDIZATION ADVANTAGES WHICH WOULD PRESUMABLY FLOW FROM ONE DIRECT LOAN PROGRAM ARE 
SO ACHIEVABLE NOW UNDER THE GUARANTEED LOAN... IF WE CAN JUST GET TOGETHER AND WORK 
THEM OUT. I MIGHT ADO THAT THIS HAS BEEN A PARTICULARLY FRUSTRATING ISSUE FOR AN 
INSTITUTION SUCH AS BETSY'S AND MINE, WHICH DRAW ANNUALLY FROM A NATION WIDE 
CONSTITUENCY. HAVING TO WORK WITH OVER FIFTY DIFFERENT STUDENT LOAN APPLICATION 
PROCESSES, EACH WITH DIf FERENT FORMS, DIFFERENT DATA ELEMENTS, AND DIFFERENT POLICIES 
AND PROCEOURES, CAUSED US NO SMALL PROBLEMS. BECAUSE OF SOME SPECIAL CONSIDERATIONS 
OUR INSTITUTION WAS ABLE TO ARRANGE WITH AN ANNUALLY EVALUATED LIST OF PREFERRED 
LENDERS WORKING WITH ONE NATIONAL GUARANTOR CAPABLE OF ELECTRONIC PROCESSING, WE NOW 
HAVE GONE A LONG WAY DOWN THE ROAD TOWARD STANDARDIZATION. THIS HAS RESULTED IN 
POSITIVE CONSEQUENCES OF REDUCED COMPLEXITY, IMPROVED QUALITY OF SERVICE FOR BOTH 
BORROWER AND INSTITUTION, AND GREATLY ENHANCED CASH FLOW TO THE INSTITUTION. OTHER 
NATIONAL INSTITUTIONS HAVE ALSO ACHIEVED SIMILAR SUCCESSES. WHAT IF ftU OF OUR 
PARTICIPATING COLLEGES AND UNIVERSITIES GOT TOGETHER AND DEMANDED SUCH CHANGE, 
ESPECIALLY WITH SOME ENCOURAGING INCENTIVES BY CONGRESS? I BELIEVE THIS CAN AND SHOULD 
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HAPPEN IN THIS REAUTHORIZATION PROCESS. I FOR ONE WOULO BE EXTf}£MELY OISAPPOINTEO IF 
THIS DEBATE DID NOT RESULT IN SUCH CHANGE. 

BETSY AND OTHERS HAVE ALSO HADE A NUH8EP OF OTHER ASSUHPTIONS IN THEIR RATIONALE. 
IN WHAT HAS NOtf BECOME A MAHER OF PUBLIC RECORD, BETSY AND KAY JACKS OF COLORADO STATE 
UNIVERSITY HAVE RATHER SIHPLISTICALLY SUGGESTED THAT SIGNIFICANT REDUCTIONS «OULO 
RESULT IN THE TASKS CURRENTLY PERFORHED BY SCHOOLS IN ADMINISTERING THE GUARANTEED 
31U0ENT LOAN. BY SUBTRACTING THE FUNCTIONS THEY INDICATE WOULD BE ELIMINATED AND 
ADDING THE ALLEGED FEW WHICH A DIRECT LOAN WOULD REQUIRE, THEY SUGGEST THE NET RESULT 
WOULD BE SIGNIFICANTLY LESSENED ADMINISTRATIVE BURDENS. I BELIEVE AT LEAST BETSY WOULD 
CONCEDE THAT THEIR INITIAL ANALYSIS KAY BE IN NEED OF SOME CLARIFICATION. SINCE MANY 
OF THE NEW RESPONSIBILITIES REQUIRED AT THE SCHOOL LEVEL WOULD UNDOUBTEDLY FALL UPON 
PEOPLE LIKE YOURSELVES, I WOULD RECOMMEND THAT YOU TAKE A LOOK AT THE RESPONSE PREPARED 
BY COURTNEY McANUFF AND MYSELF LAST FALL WHICH IS A HANDOUT FDR THIS SESSION. SINCE 
WE WOULD EFFECTIVELY BECOME BANKERS, EACH INSTITUTION WOULD BE SUBJECT TO LEARNING AND 
STAYING ON TOP OF A WHOLE NEW S^V OF BANKING REGULATIONS. WE WOULD, FDR EXAMPLE, NEED 
TO DO CREDIT WORTHY CHECKS OM AT LEAST SOME BORROWERS. WE WOULD ALSO BE HAVING TO DEAL 
WITH THE BILLING AND COLLECTING PROBLEMS TYPICALLY ASSOCIATED WITH BORROWERS UNABLE TO 
BE SATISFIED BY SOME FEDERAL CONTRACTOR-WHO, BY THE WAY, WOULD HAVE WON THE JOB BY 
BEING THE LOWEST BIDDER ON A FEDERAL CONTRACT SUBJECT TO CHANGE EVERY THREE YEARS I YOU 
MIGHT WANT TO BOUNCE THAT SCENARIO AROUND WITH YOUR SCHOOL'S ALUMNI DIRECTORS. 

THE FINAL ASSUMPTION, AND PERHAPS THE ONE MOST SUSPECT, WOULD HAVE MANY OF THE 
DIRECT LOAN'S SUCCESSES BASED UPON THE EXISTENCE OF AN ACCURATE AND EFFICIENT NATIONAL 
DATA BASE OF STUDENT AID INFORMATION. THE NATIONAL DATA BASE WOULD ELIMINATE THE NEED 
FDR SUCH THINGS AS FINANCIAL AID TRANSCRIPTS AND CHECKING ON PREVIOUS PROBLEMS OF A 
STUDENT'S LOAN DEFAULTS OR REFUNDS DUE SOME FEDERAL AID PROGRAM, ETC. OF COURSE, THE 
DIRECT LOAN PROPOSAL WOULD HAVE THE FEDERAL GOVERNMENT PUT THIS NATIONAL DATA BASE 
FULLY IN PLACE IN THE FIRST YEAR OF THE NEW PROGRAM. THE LAST RtAUTHDRIZATIDN IN 1986 
PROVIDED THE AUTHORITY FOR JUST SUCH A DATA BASE FOR STUDENT LOANS. THOSE OF US IN THE 
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STUDENT AID WORLD ARE STILL AMAITING ITS ARRIVAL. THE FEDERAL PELL GRANT APPLICATION 
PROCESS HAS ALSO AHENPTED TO GATHER SINILAR DATA FOR THAT PARTICULAR FEDERAL PROGRAM. 
IT WOULD BE VERY KIND TO INDICATE THAT IT CURRENTLY LACKS THE FULL CONFIDENCE OF THOSE 
NHO HAVE TO NORK WITH IT. 

eEYONO QUESTIONING THE ASSUHPTIONS BEHIND THE DIRECT LOAN PROGRAM, ONE MIGHT ALSO 
WONDER ABOUT ADDITIONAL DEMANDS THE FEDERAL GOVERNMENT NIGHT REQUIRE OF INSTITUTIONS. 
WHAT WOULD BE AN ACCEPTABLE FINANCIAL RATING AND HOW OFTEN WOULD IT HAVE TO dE REVIEWED 
AND AT WHOSE EXPENSE? WHAT WOULD BE AN ACCEPTABLE AMOUNT OF ADDITIONAL HUMAN RESOURCES 
REQUIRED TO PROPERLY ADMINISTER THE PROGRAM? WOULD THERE BE ANY OPPORTUNITY TO 
CUSTOMIZE THE BILLING AND COLLECTION PROCESS TO THE PARTICULAR KINDS OF CIRCUMSTANCES 
WHICH THE PERKINS PROCESS NOW PERMITS? WHAT ABOUT ALL OF THE OTHER QUESTIONS BEING 
CURRENTLY RAISED BY THE ACADEMIC SIDE OF THE INSTITUTION AS THEY RELATE TO 
ACCREDITATION ISSUES? 

AGAIN, I WOULD BE THE LAST TO ARGUE THAT EVERY INSTITUTION PRESENTLY 
PARTICIPATING IN THE GUARANTEED STUDENT LOAN PROGRAM IS PERFECTLY IMMACULATE AND NOT 
WITHOUT FAULT. HERE AGAIN THE UGLY PICTURE OF FRAUD. ABUSE, SCAM. HIGH AHRITION. 
FINANCIAL INSOLVENCY. AND OUTRAGEOUS DEFAULT RATES LOONS BEFORE US. WE MUST ADDRESS 
THE ISSUE OF INTEGRITY VERY SERIOUSLY AND CREATE TOUGH NEW STANDARDS TO WHICH ALL 
SCHOOLS, LENDERS. AND AGENCIES HUST SUBSCRIBE. IN DEVELOPING THESE STANDARDS. WE MUST 
ALSO TARGET OUR PUNITIVE REGULATIONS TO THOSE WHOSE TRACK RECORDS OBVIOUSLY ARE 
WANTING. UNFORTUNATELY, THESE RULES ARE TOO OFTEN WRITTEN IN SUCH A BROAD BRUSHED 
APPROACH THAT WE ALL MUST SUFFER EQUALLY WITH EXCESSIVE ADMINISTRATIVE BURDENS. IN 
FACT. IN ADDRESSING THE INTEGRITY ISSUE, CONGRESS SHOULD PROVIDE EXEMPTIONS FROM 
CERTAIN REGULATIONS TO THOSE PLAYERS WHOSE RECORDS ARE ABOVE REPROACH. I WOULD SUGGEST 
THAT THEY SHOULD EVEN BE REWARDED WITH SPECIAL POSITIVE INCENTIVES IN ADDITION TO BEING 
EXEMPTED FROM BURDENSOME REGULATIONS. THIS CAN BE ACHIEVED IN THE CURRENT PROGRAM AND 
ONCE AGAIN I FIND MYSELF REPEATING THE THOUGHT OF HOW SAO IT WOULD BE THAT WE FAIL TO 
REALLY TACKLE THIS ISSUE THIS TIKE AROUND. 
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I NEED HOT SPEND A LOT Of TINE MITH THIS AUDIENCE ON THE ISSUE OF LIABILITY. 
08VI0USLV. EACH INSTITUTION WWIO BE REQUIRED TO EXERCISE CONSIDERABLY NORE TINE AND 
EFFORT WITH EACH AND EVERY STEP Of THE DIRECT LOAN PROCESS. FAR BEYOND THE HANY 
RESPONSIBILITIES ME ALREADY CARRY UNDER THE CURRENT PROCESS. FAILURE TO DO SO WOULD 
RESULT IN THE SCHOOL'S FULL LIABILITY FOR THE LOMt. ALTHOUGH SPECIAL CARE SHOULD 
CERTAINLY BE TAKEN IN CERTIFYING LOAN ELIGIBILITY FOR STUDENT BORROWERS, AN ENTIRELY 
NEW LEVEL OF INVOLVENENT MOULD BE REQUIRED IF HE MERE TO BECOME BANKERS. A NORE SHARED 
RESPONSIBILITY IN ADMINISTERING STUDENT LOANS IS A VERY GOOD PUBLIC POLICY OBJECTIVE 
WHICH I MOULD WHOLEHEARTEDLY SUPPORT. HOMEl'ER. THE SCHOOL'S ROLE IN THIS REGARD SHOULD 
RELATE NORE TO THE INTEGRITY QUESTIONS OF A STUDENT'S OF ABILITY TO BENEFIT. GRADUATION 
AND PLACEMENT RATES. AND OTHER SINILAR ISSUES RAISED EARLIER IN NY REMARKS. 

FINALLY. ME NIGHT ALSO WANT TO REVIEW THE REASONS FOR THE DENISE OF THE FEDERALLY 
INSURED STUDENT LOAN PROGRAM. ALSO KNOWN AS THE FISL PROGRAN. MANY OF THE QUESTIONS 
AND PROBLEMS SOME OF US HAVE WITH DIRECT LOANS WOULD FIND MANY PARALLELS WITH THOSE 
WHICH WERE ASSOCIATED WITH THE DEMISE OF THIS FEDERALLY CcNTRALIZEO PROGRAN. MOREOVER. 
IN PROJECTING THE DISMANTLING COSTS OF THE GUARANTEED LCm» PROGRAN. WE MIGHT WANT TO 
CHECK THE RECORD OF THE FISL--MHICH HAS BEEN OFF THE BOOKS FOR YEARS BUT IS STILL A 
COST TO THE GOVERNNENT DUE TO THE LONG TERM OBLIGATION TYPICALLY ASSOCIATED MITH 
STUDENT LOANS. KEEP. IN MIND THAT THERE WERE ."^Aft FEWER FISL BORROWERS AND INFINITELY 
LESS DOLLARS INVOLVED. 

I APOLOGIZE FOR THE LENGTH OF MY REMARKS AND VERY NUCH APPRECIATE YOUR KIND 
PATIENCE AND AHENTION. IN SUMMARY. I AN VERY SYMPATHETIC TO ADDRESSING THE SAME 
PROBLEMS WHICH A DIRECT LOAN PROGRAN WOULD AHEMPT TO RESOLVE. BUT I STRONGLY BELIEVE 
THAT ALL OF THESE MAJOR PROBLEMS CAN AND SHOULD BE ADDRESSED IN THIS REAUTHORIZATION 
WITHIN THE CURRENT BASIC PARTNERSHIP OF PLAYERS IN THE GUARANTEED STUDENT LOAN PROGRAM. 
AFTER OUR OTHER PANELISTS HAVE CONCLUDED. I MOULD VERY MUCH BE INTERESTED IN YOUR 
COMMENTS AND QUESTIONS. THANK YOU. 
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102D CONGRESS 
1st Session 



S. 1845 

To ensure that all Americans have the opportunity for a higher education. 



IN THE SENATE OP THE UNITED STATES 

October 22 (legislative day, September 19), 1991 
Mr. SiMOX (for himself and Mr. Durexberoer) introduced the fc!!owing bill; 
which was read tmce and referred to tlie Clommittee on Labor and 
Human Resources 



A BILL 

To ensure that all Americans have the opportunity for a 
higher education. 

1 Be it enacted by the Senate and House of h^vresenta- 

2 tives of the United States of America in Congress; r^semfM., 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the ''Financial Aid for All 

5 Students Act of 199 r\ 
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1 TITLE I— PELL GRANT ENTITLE- 

2 MENT, GRADUATE ASSIST- 

3 ANCE, AND EXCELLENCE 

4 SCHOLARSHIPS 

5 SEC. 101. PELL GRANT ENTITl£MENT. 

6 Section 411 of the Higher Education Act of 1965 

7 (hereafter in this Act referred to as the "Act") (20 U.S.C. 

8 1070(a)) is amended by adding at the end the following 

9 new subsections: 

10 "(j) Entitlement to an Additional $600.™(1) 

11 Notwithstanding the provisions of subsection (g), after 

12 July I, 1994, no student shall be denied the additional 

13 amount to which such student would be entitled if the 

14 maximum basic grant allowable pursuant to the appro* 

15 priate appropriation Act were increased by $600. 

16 **(k) Full Entitlement for All Eligible Stu- 

17 DENTS. — Notwithstanding the provisions of subsection 

18 (g), no student shall be denied the basic grant t^ which 

19 such student is entitled, as calculated under subsection 

20 (b), if Congress makes available for such purpose suffi- 

21 cient additional revenue or savings pursuant to the Budget 

22 Enforcement Act of 1990.'\ 
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1 SEC. 102. PELL GRANT FOR FIRST*YEAR GRADUATE STU- 

2 DENTS. 

3 Subsection (c) of section 411 of the Act is amended 

4 by adding at the end the following new paragraph: 

5 "(4) A graduate student who has not completed 

6 the full-time equivalent of 1 year of coursework fol- 

7 lowing the completion of the graduate student's first 

8 undergraduate baccalaureate degree shall be eligible 

9 for a basic grant in any fiscal year if — 

10 "(A) sufficient funds have been made 

11 available to provide the basic grant for which 

12 all eligible undergraduate students are eligible 

13 in accordance with subsection (b) to all eligible 

14 undergraduate students; and 

15 "(B) such graduate student would be eligi- 

16 ble for a Pell grant if such student were an un- 

17 dergraduate student.". 

18 SEC. 103. EXCELLENCE SCHOLARSHIPS FOR PELL GRANT 

19 RECIPIENTS. 

20 Part A of title IV of the Act (20 U.S.C. 1070 et seq.) 

21 is amended by adding at the end the following new sub- 

22 part: 

23 ''Subpart 9-*Excellence Scholarship Program 

24 '*Sec. 420C. (a) Purpose.— It is the purpose of tliis 

25 part to award scholarships to Pell Grant recipients wiio 

26 demonstrate high academic acliievement, and thereby en- 
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1 courage students to excel in elementary and secondary 

2 studies, enter postsecondaiy education, and continue to 

3 demonstrate high levels of academic achievement at the 

4 postsecondary level. 

5 **(b) Entitlement Program.— The Secretaiy shall, 

6 in accordance with the provisions of this section, award 

7 scholarships to eligible students in accordance with this 

8 section. An eligible student shall be deemed to have a con- 

9 tractual right against tho United States to receive a schol- 
10 arship under this section. 



11 ''(ii) Eligible Student.— For the purposes of this 

12 section, the term 'eligible student' means a student that — 

13 is enrolled on at least half-time basis in a 

14 program of study of not less than 2 academic years 

15 in length that leads to a degree or certificate; 

16 "(2) has received a Pell Grant under subpart 1 

17 of this part for that academic year; and 

18 "(3) in the case of a student who will be at- 

19 tending such student's first year of postsecondaiy 

20 education — 

21 **(A) has demonstrated academic achieve- 

22 meiit and preparation for postsecondaiy edu- 

23 cation by taking college preparatory level 

24 coursework equivalent to not less than 4 years 

25 of English, 3 years of science, 3 years of mathe- 
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matics, 3 years of social science (including his- 
tory), and 2 years of a foreign language, unless 
the Secretary determines that such courses 
were not available to the student; and 

**(B) ranks in the top 10 percent, by grade 
point average, of the student's secondary school 
graduating class; 

**(C) achieves at least the minimum score, 
as determined by the Secretary pursuant to reg- 
ulations that are published in the Federal Reg- 
ister, on 1 of the nationally administered, 
standardized tests identified by the Secretary; 
or 

**(D) has participated, for a minimum pe- 
riod of 36 months, in a program ui^thorized 
under section 415P or under subpart 4 of this 
part or a similar program as determined by the 
Secretary; 

**(2) in the case of a student who initially quali- 
fied for a scholarship as a first year student pursu- 
ant to subparagraph {e)(3)(D) of this section, par- 
ticipates in a student support services program de- 
scribed in subpart 4 or a similar program as deter- 
mined by the Secretary in which such student is re- 
quii'ed to enter into an agreement to achieve certain 
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academic milestones and the student continues to 
make significant progress toward those milestones; 
and 

"(3) in the ease of any other student— 

"(A) ranks in the top 10 percent, by cu- 
mulative grade point average (or its equivalent, 
if the institution does not use a system ink- 
ing its students by grade point average.), of the 
student's postsecondary education class as of 
the last academic year of study completed; or 

"(B) meets another measure of academic 
achievement as determined by the Secreta^'. 
^3 "(d) Scholarship Amount.— 
14 "(1) In GENERAL.-Excopt as provided in para- 

J^raphs (2) and (3), the amount of a scholarship 
awarded under this section for any academic year 
17 shall be $1,000. 

"(2) Relationship with other assist- 
AN'CE.-Notwithstanding the provisions of paragraph 
(1), the amount of a scholarship awarded under this 
subpart shall be reduced, by the institution of higher 
education that the student is or will be attending, by 
the amount that the scholarship— 

"(A) exceeds the student's cost of attend- 
ance, as defined in section 472; or 



15 
16 



18 
19 
20 
21 
22 
23 
24 
25 
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1 *^(B) when combined with other Federal or 

2 non-Federal grant or scholarship assistance the 

3 student receives in any academic year, exceeds 

4 the student's cost of attendance, as defmed in 

5 section 472. 

6 "(3) Reduction.— Notwithstanding the provi- 

7 sions of paragraph (1), if the Secretary projects that 

8 the total amount of scholarships to be awarded dur- 

9 ing an academic year under paragraph (1) will ex- 

10 ceed $500,000,000, then the Secretary shall reduce 

11 the amount of each scholarship awarded under this ' 

12 section on a pro rata basis such that the projected 

13 total amount will not exceed $500,000,000. 

14 '*(e) Period op Scholarship. — 

15 In general. — ^An eligible student may re- 

16 ceive not more than 4 scholarships under this sec- 

17 tion, each awarded for a period of 1 academic year, 

18 except that, in the case of a student who is enrolled 

19 in an undergraduate course of study that requires 

20 attendance for the full-time equivalent of 5 academic 
?A year's, the student may receive not more than 5 

22 scholarships under this section. 

23 "(2) Special rule.—A student's eligibility for 

24 a scholarship under this section for an academic 

25 year is not dependent on v/hether the student re- 
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1 ceived an excellence scholarship, Pell Grant, or any 

2 other aid in the previous aoademic year. 

3 "(f) Administrative Provisions.— 

4 "(1) In general.— The Secretary shall pro- 

5 mulgate regulations establishing the procedures by 

6 which scholarships under this section shall be 

7 awarded. 

8 "(2) Information,— Each institution of higher 

9 education receiving a payment under this section 

10 shall provide to the Secretaiy such information as is 

11 required by the Secretary regarding a potential 

12 scholarship recipient's rank or test score. 

^3 "(3) Institutional payments.— The Sec- 

14 retaiy shall make payments of scholarship proceeds 

15 on behalf of eligible students to the institutions of 

16 higher education at which such students are en- 

17 rolled.". 

18 TITLE II— INCOME-DEPENDENT 

19 EDUCATION ASSISTANCE 

20 PROGRAM 

2 1 SEC. 201. IDEA CREDIT. 

22 (a) In General.— Part D of title IV of the Act is 

23 amended to read us follow.s: 
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1 "PART D~INCOME-DEPENDENT EDUCATION 

2 ASSISTANCE CREDIT 

3 "SEC. 451. ENTITLEMENT PROGRAM. 

4 **{a) In General. — The Secretary shall, in accord- 

5 anee with the provisions of this part — 

6 **(!) make loans to elifjible students; and 

7 **{2) enter into an aj^reement with the Secretary 

8 of the Treasury for the collection of repajmients on 

9 such ioans in accordance with section 459. 

10 **(b) Entitlement Provision. — An eligible studcMii 

11 shall be deemed to have a contractual v\^hi aj^ainst the 

12 United States to receive a loan unt^er this part. 

13 **(e) Definitions. — For purposes of this part — 

14 **(!) the term 'eligible institution' has the 

15 meaning given to such term by section 43r)(a); and 

16 **(2) the term 'eligible student' means a student 

17 who is eligible for assistance under this title? in ae- 

18 cordance with section 484 and is carrying at least 

19 one-half the normal full-time work load for tli(» 

20 course of study the student is pursuing as dcter- 

21 mined by the eligible institution. 

22 *'(d) Kefekknc:k.s. — A loan pursuant to this pari 

23 uvdy be referred to as an *I1)EA* loan. 

24 "SEC. 452. ELIGIBILITY; USE OF IX)ANS. 

25 ''(a) Eligibility. — An eligible student shall not be 

26 eligible for a loan under this part unless — 

S 1845 IS 2 
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1 "(1) in the ease of an independent student with 

2 an adjusted gross income in the apphcable year of 

3 less than $40,000 (or an appropriate amount deter- 

4 mined by the Secretary), the eligible student has ap- 

5 plied for need-based assistance under this title; 

6 "(2) in the case of a dependent student with a 

7 family income in the applicable year of less than 

8 $60,000 (or an appropriate amount determined by 

9 the Secretaiy), the eligible student has applied for 
10 need-based assistance under this title; 

^ ^ "(3) the case of a dependent student with an 

12 expected family contribution (excluding the student's 

13 own contribution) exceeding $2,000 (or an appro- 

14 priate amount determined by the Secretary), the 

15 head of household has been notified of such person's 

16 eligibility for a loan under section 428B; and 

17 "(4) such eligible student understands and 

18 signs directly beneath the following statement: 'I un- 

19 derstand that taking this loan m\l increase the in- 

20 come taxes 1 owe each year until the loan is paid in 

21 f«il!, with interest.'. 

22 «(b) Use op LoAN.-Each eligible student reccivir.g 

23 an IDKA loan shall use the proceeds of such loan only 

24 to attend an eligible institution. 



•S I84S IS 



ERLC 



271 



257 



11 

1 "SEC, 463, DISTOIBUTION TO EUGIBLE INSTITUTIONS AND 

2 STUDENTS. 

3 "The Secretary shall prescribe by regulation a proc- 

4 ess for the distribution of funds authorized by this part 

5 to eligible institutions and eligible students. To the extent 

6 that the distribution process would be simpler and would 

7 improve program accountability^ the process shall be simi- 

8 lar to the procedure under paragraphs (1) and (2) of sec- 

9 tion 411(a). 

10 "SEC. 454. AMOUNT AND TERMS OF LOANS. 



1 1 "(a) Eligible Amounts, — 

12 "(1) Annual limits,— Any individual who is 

13 determined by an eligible institution to be an eligible 

14 student for any academic year shall be eligible to re- 

15 ceive an IDEA loan for such academic year in an 

16 amount which is not less than $500 or when com- 

17 bined with other Federal student assistance received 

18 by the student is not more than the cost of attend- 

19 ance at such institution for the academic year 1991- 

20 1992, determined in accordance with section 472. 

21 Notwithstanding the preceding sentence, the amount 

22 of such loan shall not exceed — 

23 ''{A) $6,500 in the case of any eligible stu- 

24 dent who has not completed the second year of 

25 undergraduate study; 
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"(B) $8,000 in the case of any eligible stu- 
dent who has completed such second year but 
who has not completed such student's course of 

4 undergraduate study; 

5 "(C) $20,000 in the case of any eligible 

6 student who is enrolled in a medical or other 

7 high-cost doctoral degree program as deter- 

8 mined by the Secretary; 
"(D) $30,000 in the case of any eligible 

student who is enrolled in an extraordinarily 
high-cost graduate degree program as deter- 
12 mined by the Secretary; or 

"(E) $11,000 in the case of an eligible stu- 
dent who is enrolled in any other gi-aduate de- 
1^ gree program. 

16 "(2) Limitation on borrowing capacity.— 

No individual may receive any amount in an addi- 
tional IDEA loan if the sum of the original principal 
amounts of all IDEA loans to such individual (in- 

20 eluding the pending additional loan) would equal or 

21 exceed — 

22 "(A) $70,000, minus 

23 • "(B) the product of— 
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1 "(i) the number of years by which the 

2 borrower's age (as of the close of the pre- 

3 ceding calendar year) exceeds 40; and 

4 **(ii) one-twentieth of the amount 

5 specified in subparagraph (A), as adjusted 

6 pursuant to pamgraph (3). 

7 **(3) Exceptions to borrowing capacity 

8 limits for certain graduate students. — for a 

9 student who is — 

10 '*(A) a student described in paragraph 

11 (1)(C), paragraph (2) shall be applied by sub- 

12 stituting ''$100,000'^ for **$70,000'^ or 

13 * * ( B ) a student described i n paragi'aph 

14 (1)(D), paragraph (2) shall be applied by sub- 

15 stituting '*$120,000'' for **$'70,000'\ 

16 "(4) Computation op outstanding loan ob- 

17 LIGATIONS. — For the purposes of this subsection, 

18 any loan obligations of an individual under student 

19 loan programs under this title or title VII of the 

20 Public Health Service Act shall be counted toward 

21 IDEA loan annual and aggregate borrowing capacity 

22 limits. For purposes of annual and aggregate loan 

23 limits under any such student loan program, IDEA 

24 loans shall bo counted as loans under such student 

25 loan program. 
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1 "(5) Adjustments op annual limits for 

2 LESS THAN PULL-TIME STUDENTS.— For any eligible 

3 student who is enrolled on a less than full-time 

4 basis, loan amounts for which such student shall be 

5 eligible for any academic year under this subsection 

6 shall be reduced in accordance with regulations pre- 

7 scribed by the Secretary. 

8 "(b) Duration op Eligibility.— An eligible stu- 

9 dent shall not be eligible to receive an IDEA loan for more 

10 than a total of the full-time equivalent of 9 academic 

11 years, of which not more than the full-time equivalent of 

12 5 academic years shall be as an undergraduate student 

13 and not more than the full-time equivalent of 5 academic 

14 years shall be as a graduate student. 

15 "(c) Terms op Loans.— Each eligible student apply- 

16 ing for a loan under this title shall sign a written agree- 

17 ment which — 

18 "(1) is made without security and without en- 

19 dorsement, except that if the borrower is a minor 

20 and such note or other written agreement executed 

21 by such student would not, under the applicable law, 

22 create a binding obligation, endorsement may be re- 

23 quired; 

24 "(2) provides that such student will repay the 

25 principal amount of the loan and any interest or ad- 
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1 ditional charges thereon in accordance with section 

2 459; 

3 "(3) provides that the interest on the loan will 

4 accrue in accordance with section 456; 

5 "(4) certifies that the student has received and 

6 read a notice of the student's obligations and re- 

7 sponsibilities under the loan, including the statement 

8 described in section 452(a)(4); and 

9 "(5) contains such additional terms and condi- 

10 tions as the Secretary may prescribe by regulation. 

11 "SEC 455, APPUCATION, 

12 ''Each eligible student desiring an IDEA loan shall 

13 submit an appHcation to the eligible institution which such 

14 student plans to attend. Each such application shall con- 

15 tain sufficient information to enable such institution to de- 

16 termine such student's eligibility to receive an IDEA loan. 

17 "SEC. 466. INTEREST CHARGES. 

18 ^'Interest charges on IDEA loans made shall be 

19 added to the recipient's obligation account at the end of 

20 each calendar year. Such interest charges shall be based 

21 upon an interest rate equal to the lesser of — 

22 **(1) the sum of the average bond equivalent 

23 rates of 91 -day Treasury bills auctioned during that 

24 calendar year, plus 2 percentage points, rounded to 

25 the next higher one-eighth of 1 percent; or 
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1 "(2) 10 percent. 

2 "SEC. 467. CONVERSION AND CONSOUDATION OP OTHER 

3 LOANS. 

4 "(a) In GENERAL.-The Secretary may, upon re- 

5 quest of a borrower who has received a federally insured 

6 or guaranteed loan under this title or under title VII of 

7 the Public Health Service Act, make a loan to such bor- 

8 rower in an amount equal to the sum of the unpaid prin- 

9 cipal on loans made under this title or title VII of the 

10 Public Health Service Act. The proceeds of the new loan 

11 shall be used to discharge the liability on loans made 

12 under this title or title VII of the Public Health Service 

13 Act. Except as provided in subsection (b), any loan made 

14 under this subsection shall be made on the same terms 

15 and conditions as any otiier loan under this part and shall 

16 be considered a new IDEA loan for purposes of this part. 

17 "(b) Com'ERSioN Regulations.— The Secretary 

18 shall prescribe regulations concerning the methods and 

19 calculations required for conversion to IDEA loans under 

20 subsection (a). Such regulations shall provide appropriate 

21 adjustments in the determination of the principal and in- 

22 terest owed on the IDEA loan in order to— 

"(1) secure payments to the Federal Govern- 
24 ment commensurate with the amounts the Federal 
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1 Government would have received had the original 

2 loans been IDEA loans; 

3 "(2) fairly credit the borrov^rer for principal and 

4 interest payments made on such original loans and 

5 for origination fees deducted from such original 

6 loans; and 

7 "(3) prevent borrowers from evading their obli- 

8 gations or otherwise taking unfair advantage of the 

9 conversion option provided under this section. 

10 **(c) Mandatory Conversion op Defaulted 

1 1 Loans. — ^Any loan which is — 

12 made, insured, or guaranteed under part 

13 B of this title or title VII of the Public Health Serv- 

14 ice Act after the date of enactment of this Act; and 

15 "(2) assigned to the Secretary or the Secretaiy 

16 of Health and Human Services for collection after a 

17 default by the borrower in repayment of such loan, 

18 shall, in accordance wnth regulations prescribed by the 

19 Secretaiy and the Secretaiy of HealLli and Human Serv- 

20 ices, be treated for purposes of collection as if such loan 

21 had been converted to an IDEA loan under subsections 

22 (a) and (b) of this section. 

23 "SEC. 458. STUDY; REPORT; AND UPDATING 

24 *'(a) Study. — The Secretary shall conduct a study 

25 of the effects of— 
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1 "(1) the loan program assisted under this part 

2 on — 

3 "(A) the tuition rates of eligible institu- 

4 tions participating in such program; and 

5 "(B) the accrediting and licensure stand- 

6 ards of such institutions; and 

7 "(2) inflation on— 

^ "(A) the loan limits described in section 

9 454; 

"(I^) the progressivity factor described in 
n section 459(b)(3); and 

"(C) the cost of attendance at an eligible 
^3 institution. 
14 "(b) Report.— 

"(^) In GENEiL\L.— The Secretaiy shall pre- 

16 pare and submit a report to Congi-ess, including rec- 

17 ommendations, on the results of the study conducted 

18 pursuant to subsection (a). 

19 "(2) Date.— The report described in paragraph 

20 (1) shall be submitted on or before December 31, 

21 1995. 

22 "(c) UPDATING.-Por any academic year after aca- 

23 demic year 1996-1997, the Secretaiy is authorized after 

24 consultation mth the appropriate Congressional commit- 

25 tees, to make ac^ustments to increase- 
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1 "(1) the loan limits described in section 454; 

2 "(2) the ac^justed o^oss income levels used to 

3 determine the progressivity factor described in sec- 

4 tion 459(b)(3^ and 

5 "(3) the cost of attendance determination de- 

6 scribed in section 454(a)(1). 

7 "SEC. 459. COLLECTION OP INCOME-DEPENDENT EDU- 

8 CATION ASSISTANCE LOANS. 

9 "(a) Notice to Borrower. — 

10 "(1) In GENERAL.— During January of each 

11 calendar year, the Secretary shall furnish to each 

12 borrower of an IDEA loan notice as to — 

13 **(A) whether the records of the Secretary 

14 indicate that such borrower is in repayment sta- 

15 tus; 

16 "(B) the maximum account balance of 

17 such borrower; 

18 "(C) the account balance of such borrower 

19 as of the close of the preceding calendar year; 

20 and 

21 "(D) the procedure for computing the 

22 amount of repayment owning for the taxable year 

23 beginning in the precedhig calendar year. 

24 "(2) Form, etc.— The notice described in 

25 paragraph (1) sliall be in such form as the Secretai;}' 
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may by regulation prescribe and shall be sent by 

2 mail to the individual's last known address or shall 

3 be left at the dwelling or usual place of business of 

4 such individual. 

5 "(b) Computation of Annual Repayment 

6 Amount. — 

7 "(1) In general.— (A) The annual amount 

8 payable under this section by the taxpayer for any 

9 taxable year shall be the lesser of— 
10 "(i) the product of— 

"(I) the base amortization amount, 

12 and 

"(11) the progressivity factor for the 
I'* taxpayer for such taxable year, or 

1^ "(ii) 20 percent of the excess of— 

1^ "(I) the modified adjusted gross in- 

come of the taxpayer for sucli taxable year, 
18 over 

"(II) the .sum of the standard deduc- 
tion and any exemption amount applicable 
^1 ^-0 such taxpayer's income tax return for 

22 the taxable year. 

23 "(B) For pui^joses of subparagraph (A)(ii)(II)— 
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1 the term ^standard deduction' has the 

2 meaning given such term by section 63(c) of 

3 the Internal Revenue Code of 1986; and 

4 **(ii) the term ^exemption amount* has the 

5 meaning given such term by section 151(d) of 

6 such Code, 

7 **(2) Base amortization amount. — 

8 **(A) In general. — For purposes of this 

9 section, the term *base amoitization amount* 

10 means the amount which, if paid at the close of 

11 each year for a pmod of 1? oonsoeutive years, 

12 would fully repay (with interest) at the close of 

13 such period the nniximuni account balance of 

14 the borrower, Poi* purposes of the [)rccc(linf^' 

15 sentence, an 8-percent auiiual rate of inteivst 

16 shall be assumed. 

17 **(B) Joint returns, — In the case of a 

18 joint return where each spouse has an account 

19 balance and is in repayment status, the amount 

20 determined under subpara^^i'aph (A) shall bo 

21 the sum of the base amortization amounts of 

22 ei)ch spouse, 

23 **(3) PROGRKSSIVITY FACTOR.— 

24 ''(A) In general, — For purposes of this 

25 station, the term 'i)rogressivity factor' means 
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1 the number determined under tables prescribed 

2 by the Secretary which is based on the following 

3 tables for the circumstances specified: 

^ "(i) Joint returns; surviving 

5 SPOUSES,— In the ease of a taxpayer to 

6 whom section 1(a) of the Internal Revenue 

7 Code of 1986 applies — 

"If the taxpayer's mcxlifled The progressivity 

adjusted gross income is; factor is: 

Not over $7,860 0 429 

11.700 o'sOO 

1S.740 0.571 

21.720 0.643 

26,880 0.786 

32.700 0.893 

39,060 1.000 

48,600 ] 000 

63,480 1.152 

87.360 1 272 

117,000 1 364 

163,080 1 485 

240,000 and over 2.000. 

8 "(ii) Heads of households.— In 

9 the case of a taxpayer to whom section 

^0 Kb) of the Internal lit'venue Code of 1986 

1 1 applies — 

"If the taxpayer's modified The progressivity 
adjusted gross income is: factor is: 

Not over $G,540 0 4''9 

10.320 oaiio 

12.300 O.GO? 

16,080 0G4;} 

19.920 0 714 

25,020 0 857 

31.3HO 1000 

37,740 1 000 

47,280 ] 094 

63.1H0 1 3i;) 

^'^'l-'O 1401) 

IH.OOO 1500 

204,000 and over 2 000 
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**(iii) Unmaiiried individuals, 
ETC. — In the case of a taxpayer to whom 
section 1(c) of the Internal Revenue Code 
of 1986 applies— 



"If the taxpayer's modified The progressivity 

adjusted gross income is: factor is: 

Not over $6,540 0.467 

9,000 0.500 

11,580 0.533 

14,220 0 600 

16,740 0.667 

19,920 0 767 

25,020 0.867 

31,380 1.000 

37,740 1.000 

45.360 1.118 

58,080 1.235 

82,260 1.412 

94,320 1.500 

168.000 and over 2.000 



'\\v) Married individuals flmno 
SEPAIUTK RETURNS. — In the ease of a 
taxpayer to whom section 1(d) of the In- 
ternal lievenue Code of 1986 applies — 

"If the taxpayer's nodified The progrcssivity 

adjusted gross income is: factor iy 

Nut over $3,930 0 483 

5.850 0 552 

8.370 0.655 

10,860 0 759 

13,440 0.862 

16.350 1.000 

19,530 1.000 

24.300 1.182 

31,740 1 333 

43,680 1 485 

84,000 and over 2.000 

''(B) IUtahle changes. — The tables piv- 
srribed by the Seeretary under subparat^raph 
(Aj shall provide for ratable increases (rounded 
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to the nearest 1/1,000) in the progressivity fac- 
tors between the amounts of modified ac^justed 
gross income contained in the tables. 
"(4) Modified adjusted gross incomk.— 
For purposes of this subsection, the term 'modified 
adjusted gross income' means adjusted gi-oss income 
for the taxable year, modified as the Secretaiy deter- 
mines is necessaiy to cany out the purposes of this 
part. 

"(c) Termination of BoRmwuR's Repaymplxt 
Obligation. — 

"(1) In GENER..U..— The repajanent obHgatioii 
of a borrower of an IDEA loan shall terminate only 
if there is repaid with respect to such loan an 
amount equal to the principal amount of the loan 
plus interest computed at the rates applicable to the 
loan. 

"(2) No REPAYMENT REQUIRED AFTER 1^6 
VEAR.S IN REPAYMENT STATUS.— No amount shall he 

required to be repaid under this section with respect 
to any loan for any taxable year after the 25th year 
for which the borrower is in repayment status with 
respect to such loan. 

"(3) Determination of year« in repay- 
ment STATUS.— For pur[)Oses of paragraphs (1)(A) 
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1 and (2), the number of years in which a borrower 

2 is in repayment status with respect to any IDEA 

3 loan shall be determined without regard to any year 

4 before the most recent year in which the borrower 

5 received an IDEA loan. 

6 "(d) Definitions.— For purposes of this seetion- 

7 "(1) Maximum account bai^ce.— The term 

8 'nuiximum account balance' means the highest 

9 amount (as of the close of any calendar year) of un- 
paid principal and unpaid accrued interest on all 

1 1 IDEA loan obligations of a borrower. 

"(2) Current account bai.ance.— The term 

13 'current account balance' means the amount (as of 

14 the close of a calendar year) of unpaid principal and 

15 unpaid accrued interest on all IDEA loans of a bor- 
16 



10 
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rower. 



17 "(3) Repayment status.— A borrower is in 

18 repa\anent status for any taxable year unless— 

"(A) such borrower was, during xt least 7 
20 months of such year, an eligible student; or 

2^ "(B) such taxable year was the first year 

^^'hieh the borrower was such an eligible stu- 
^^^^^ ^^'^ the borrower was such an eligible stu- 

24 dent during the last 3 months of such tiixable 

25 year. 
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1 **(e) Loans of Deceased and Permanently Dis- 

2 abled Borrowers; Discharge by Secretary. — 

3 Discharge in the event op death. — 

4 If a borrower o.^ an IDEA loan dies or becomes per- 

5 inanently and totally disabled (as determined in ac- 

6 cordance with rejjulations of the Secretary), then the 

7 Seer'Btary shall discharge the borrower's liability on 

8 the loan. 

9 ''(2) Limitation on discharge.— The dis- 

10 charge of the liability of an individual under this 

11 subsection shall not discharge the liability of any 

12 spouse with respect to any IDEA loan made to such 

13 spouse. 

14 ''{f) Crediting of Collections; Special 

15 Rules. — 

16 ''(1) Crediting of amounts paid on a joint 

17 UETUKN. — Amounts collected under this section on a 

18 joint return from a husband and wife both of whom 

19 arc in repajonent status shall be credited to the ac- 

20 (iounts of such spouses in the following order: 

21 **(A) First to repayment of interest added 

22 to each account at the end of the preceding cal- 

23 endar year in proportion to the interest so 

24 added to the respective accounts of the spouses. 
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1 **(B) Then to repayment of unpaid prin- 

2 clpal, and unpaid interest accrued before such 

3 preceding calendar year, in proportion to the re- 

4 spective maximum account balances of the 

5 spouses* 

6 **(2) Computation of alternative annual 

7 payment for individuals \vmo have attained 

8 AGE 55. — In the case of an individual who attains 

9 age 55 before the close of the calendar year endinf? 

10 in the taxable year, or of an individual filing a joint 

1 1 return whose spouse attains age 55 before the close 

12 of such calendar year, the progressivity factor appli- 

13 cable to the base amortization amount of such indi- 

14 vidua! for such taxable year shall not be less than 

15 lA 

16 **(3) Rules relating to bankruptcy.— 

17 **(A) In GENERAl..— An IDEA loan shall 

18 not be dischargeable in a case under title 11 of 

19 the United States Code. 

20 **(B) Certain amounts auy be post- 
21 PONED. — If any indi\ndual receives a dischar^je 

22 in a case under title 11 of the United States 

23 Code, the Secretary may postpone any amount 

24 of the portion of the liability of such individual 

25 on any IDEA loan which is attributable to 



•S 1845 IS 




2S8 



274 



28 

1 amounts required to be paid on such loan for 

2 periods preceding the date of such discharge. 

3 "(4) Payments in excess op amount pay- 

4 ABLE,— Nothing in this part shall be interpreted to 

5 prohibit a borrower from paying an amount in ex- 

6 cess of the amount required to be repaid under this 

7 part.". 

8 (b) Ai^PLiCATiON OF Estimated Tax.— Subsection 

9 (f) of section 6654 of the Internal Revenue Code of 1986 

10 (relating to failure by indi^^dual to pay estimated income 

1 1 tax) is amended by — 

12 (1) striking "minus" at the end of paragi-aph 

13 (2) and inserting "plus"; 

(2) redesignating paragi-aph (3) as paragi-apli 
15 (4); and 

('^) inserting after paragi-aph (2) the foHowng 
17 iii'w paragraph: 

^8 "(3) the amount required to be repaid ur?d(;r 

19 section 6306 (relating to collection of iricome-d(!- 

20 pendent education assistance loans), minus". 

21 (f) FAILING Requirement.- Subsection (a) of scc- 

22 tion 6012 of the Internal Revenue Code of 1986 (relating 

23 to persons required to make i-eturns of income) is amend- 

24 ed by inserting after paragrapli (9) the following new 

25 paragi-aph: 
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1 "(10) Every individual required to make a pay- 

2 ment for the taxable year under section 6306 (relat- 

3 ing to collection of income-dependent education as- 

4 sistance loans)/\ 

5 (d) Clerical Amendment. — The table of sections 

6 for subchapter A of chapter 64 of such Code is amended 

7 by adding at the end thereof the following new item: 

"Sec. 6306. Collection of incomc-dei)endenl education assisliin(!e 
ioans/V 

8 SEC. 202. REPAYMENTS USING INCOME TAX COLLECTION 

9 SYSTEM. 

10 (a) Subchapter A of chapter 64 of the Internal Rove- 

11 nuc (yodc of 1986 (relating to collection) is amended by 

12 adding at the end the following new section: 

13 "SEC, 6306. COLLECTION OF INCOME-DEPENDENT EDU- 

14 CATION ASSISTANCE LOANS. 

15 '*The Secretary of the Treasury shall enter into an 

16 agreement with the Secretaiy of Education to provide for 

17 the collection of payments due pursuant to part D of title 

18 IV of the Higher Education Act of 1965. The Secretary 

19 shall assess and collect such payments in the same nian- 

20 ner» with the same powers, and subject to the same liniita- 

21 tions applicable to a tax imposed by subtitle C the collcc- 

22 lion of which would be jeopardized by deiay/\ 
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1 TITLE III— EARLY 

2 INTERVENTION PROGRAM 

3 SEC. 301. STATE DREAM FUNDS. 

4 Subpart 3 of part A of title IV of the Higher Edu- 

5 cation Act of 1965 (20 U.S.C. 1070c et seq.) is amended 

6 by adding at the end thereof the following new section: 

7 "SEC. 415F. EARLY INTERVENTION PROGRAM. 

8 ''(a) Findings and Purpose. — 

9 '^(1) Findings.— The Congress finds that at- 

10 risk students who do not receive some form of inter- 

11 vention early in their educational careers (in most 

12 cases by junior high school) are more likely to drop 

13 out of school and not pursue gainful educational or 

14 employment opportunities as adults. 

15 **(2) Statement of purpose. — It is the pur- 

16 pose of this section to make incentive gi-ants to 

17 States to enable States to conduct early intei'veiition 

18 programs that — 

19 '*(A) raise the awareness of eligible stu- 

20 dents about the advantages of obtaining a post- 
21 secondary education; and 

22 ''(B) prepare students for postsecondaiy 

23 education; and 

24 **(C) qualify students for scholarship as- 

25 sistance pursuant to subpart 9. 
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1 "(b) Early Intervention Program Estab- 

2 LISHED.— 

3 "(1) Program established. — The Secretaiy 

4 shall make payments to States in accordance with 

5 paragraph (2). 

6 "(2) Amount of payments. — Except as pro- 

7 vided in paragraph 3, for any fiscal year, the Sec- 

8 retary shall pay to each State an amount which 

9 bears the same ratio to $100,000,000 as the number 

10 of eligible students in such State bears to the total 

11 number of eligible students in all the States. 

12 "(3) Entitlement. — Except as provided in 

4 

13 paragraph 5, each State shall be entitled to receive 

14 the payment described in paragraph (2) in each fis- 

15 cal year. Each State shall be deemed to have a con- 

16 tractual right against the United States to receive a 

17 payment in accordance with the provisions of this 

18 part. 

19 "(4) Reallotment. — If in any fiscal year the 

20 Secretary determines that any amount of a State's 

21 payment under paragraph (2) or (3) will not be re- 

22 quired for such fiscal year for early intervention pro- 

23 grams of that State or will be available as a result 

24 of the State's failure to comply with subsection (c), 

25 then such amount shall be available to make pay- 
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ments from time to time, on such dates during such 
year as the Secretaiy may fix, to oth:- States in 
proportion to the original payment to such States 
under such paragraphs for such year, but with such 
proportionate amount for any of such States being 
reduced to the extent it exceeds the sum the Sec- 
retaiy estimates such State needs and will be able 
to use such year for carrying out the State plan. 
The total of such reductions shall be similarly paid 
among the States whose proportionate amounts were 
not so reduced. Any amount paid to a State under 
this paragraph shall be deemed part of its payment 
under paragraph (3). 

"(5) Payment subject to continuing com- 
pliance.— The Secretary shall make payments for 
early intervention programs only to States which 
continue to meet the requirements of subsection (c). 

"(6) Definitions.— For the purpose of this 
section — 

"(A) the term 'eligible institution' has the 
same meaning provided such tei-m in section 
435(a); and 

"(B) the term 'eligible student' means a 
student eligible — 
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1 (i) to be counted under section 

2 1005(c) of the Elementary and Secondary 

3 Education Act of 1965; 

4 **(ii) for assistance pursuant to the 

5 National School Lunch Act; or 

6 ^^iii) for assistance pursuant to part 

7 A of title IV of the Social Security Act 

8 (Aid to Families with Dependent Chil- 

9 dren). 

10 "(c) Use op Payments.— 

11 "(1) In general.— a State shall use payments 

12 received under this section to conduct an early inter- 

13 vention program that — 

14 "(A) provides eligible students in any of 

15 the grades pre-school through 12 with a con- 

16 tinuing system of mentoring and advising 

17 that— 

18 "(i) is coordinated with the Federal 

19 and State community service initiatives; 

20 ^*(ii) may include such support serv- 

21 ices as after school and summer tutoring, 

22 assistance in obtaining summer jobs, and 

23 academic counseling; and 

24 ^'(iii) may be provided by service pro- 

25 viders such as community-based org.iniza- 
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tAuiio, scuuuib) 6iigiPiG insiiiutions, and 


2 


puMii\/ lulu i^iivaiie agunci6s, patxicuidriy in- 


3 


otitutiuiio aiiu ogtsncies sponsoring pro- 


4 


^laiud dutiiunzea unuer suDpart 4; 


5 


v-t>; reqiureb eacn stuaent to enter into an 


6 


o^it^t^int^ia wiin ine otate under which the stu- 


7 


dent A^rrPPS tn SIPIiiPVP no'rfQin nnn/lAVMin 

vt\^A«t< u^icc^o aixiuQvc; certain acauemic nuie- 


8 


oi/uiico, aui^ii completing a prescribed set of 


9 


cuuxi^t;^ ana ifidintaining satistactoiy academic 


10 


piugit^dd Ob uebcriDea in section 4o4(c), in ex- 


11 


cndnge ror receiving a scholarship pursuant to 


12 


suboart 9' 


13 


''(C) contains an incentive system to en- 


14 


t^uuiog^ greater couaooration between elemen- 


15 


tury ana secondary schools and institutions of 


16 


iiigiici cuui^uion tnrougn ine creation of new 


17 


linkage StniPtHrPC MnH Vk^v\rrt«omc«. «>*«^ 

iiAirkugc^ otx ui^tuiA^d fUiu piugrams; and 


18 


contains an evaluation component 


19 


tiiab aiiuwi) vice proviaers to track eligible 


20 


atuuciiL progress aunng the penocl such stu- 


21 


dents are participating in the program assisted 


22 


uiiuci tiub section. 


23 


ycj MuwALtv AVION STANDARDS. — The Secretary 


At 


shall prescribe standards for the evaluation de- 


25 


scribed in paragraph (1)(E), Such standards shall— 
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"(A) provide for input from States and 
service prcviders; and 

"(B) ensure that data protocols and proce- 
dures are consistent and uniform. 
"(d) State Plan.— 

"(1) In general.— Bach State desiring a pay- 
ment under this section shall submit a State plan to 
the Secretaiy at such time, in such manner, and ac- 
companied by such information as the Secretaiy may 
reasonably require. 

"(2) Contents.— Each State plan submitted 
pursuant to paragraph (1/ shall — 

"(A) describe the activities for which as- 
sistance under this section is sought; 

"(B) contain assurances that the State will 
provide matching funds to help pay the cost of 
activities assisted under this part in an amount 
equal to the Federal payment received under 
this part; and 

"(C) provide such additional assurances as 
the Secretary determines necessary to ensure 
compliance with the requirements of this sec- 
tion. 

"(3) Approval.— The Secretary shall approve 
a State plan submitted pursuant to paragraph (1) 
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1 within 6 months of receipt of the plan unless the 

2 plan fails to comply with the provisions of this sec- 

3 tion. 

4 "(e) Evaluation and Report. — 

5 "(1) Evaluation.— Each State receiving a 

6 payment under this section shall annually evaluate 

7 the early intervention program assisted under this 

8 section in accordance with the standards described 

9 in subsection (c)(3) and shall submit to the Sec- 

10 retary a copy of such evaluation. 

11 "(2) Repout.— The Secretary shall annually 

12 report to the Congress on the activities assisted 

13 under this section and the evaluations conducted 

14 pursuant to paragraph (1).". 

15 SEC. 302. CONFORMING AMENDMENT. 

16 Section 415A(a) of the Higher Education Act of 

17 1965 (20 U.S.C. 1070c(a)) is amended by adding the fol- 

18 lowing new sentence at the end thereof: "It is also the 

19 purpose of this part to make payments to States to enable 

20 States to conduct early intei-vention programs described 

21 in section 415F.". 
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1 TITLE IV— GUARANTEED 

2 STUDENT LOAN PROGRAMS 

3 SEC. 401. TERAONATION OF ALL LOAN PROGRAMS EXCEPT 

4 THE PLUS LOAN PROGRAM. 

5 (a) Stafford Loans, Supplemental Loans and 

6 Plus Loans. — Notwithstanding any other provision of 

7 law, no new loans shall be made, insured or guaranteed 

8 pursuant to part B of title IV of the Higher Education 

9 Act of 1965 after June 30, 1994, except loans made, in- 

10 sured or guaranteed pursuant to section 428B of such Act. 

1 1 (b) Administration.— The provisions of this section 

12 shall not affect the administration of the loans described 

13 in subsections (a) and (b) made on or before June 30, 

14 1994. 

O 
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n CONGRESS T ¥ f> f%r\r^ r\ 

1STSES.0X H.R,3050 



amend the Higher Flducation Act of 1965 to establish 8 higher education 
loan propram in which the amount of u student's loan repayment is 
contnigcin upon sucii student's income, and for other purposes. 



IX THE HOUSE OF RKPRESENTATIVES 
Jl'lv 25. i;)f)l 

:Mu.i.kr of California ffor himself. Mr. McDermott, and Mr. Oejden'. 
POX) introduced the following hill; which was referred jointly to the Com- 
mittees on Education and Labor and Wa^-s and Means 



A BILL 

ro amend the HijrhrT Education Act of 1965 to establish 
a hif^lii'i- oduciitiuM loan pro^ri-am in which the amount 
of a .student's loan repajTueut is C02itingent upon such 
student'.s income, and for other purposes. 

1 lie it enacted by the Senate and House of Hepresenta- 

2 fires of the United States ofAmenva in Comjirss ussemhkd, 

3 .SECTION 1. PROGRAM ESTABLISHED. 

4 The Hiolier Education Act of 1965 (20 U.S.C. 1001 

5 "t se.i.) W. .Miiondcd by inserting at the end thereof the 

6 tollnu i/.u iK'W t?tle; 
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1 "TITLE XVI— SELF-RELIANCE 

2 SCHOLARSHIPS 

3 "SEC. 1601. SHORT TITLE. 

4 "This title may be cited as the *Self-Rehance Scholar- 

5 shipActof 199r. 

6 **SEC. 1602. PURPOSE. 

7 "It is the purpose of this title to create a self-reliance 

8 scholarship program to assist students in financing their 

9 undergraduate and graduate education. 

10 "SEC. 1603. PROGRAM AUTHORIZED. 

1 1 "(a) Loan Program Established. — 

12 "(1) Program established. — The Director 

13 shall carry out a program of making loans to eligible 

14 students in accordance with the provisions of this 

15 title. 

16 '^2) Entitlement. — The Director shall make 

17 loans in accordance with the provisions of this title 

18 to each eligible student who qualifies for a loan 

19 under this title in an amount determined in accord- 

20 ance with section 1605(a). 

21 **(3) Contract authority. — The Director 

22 may enter into a contract for the conduct of the pro- 

23 f?ram, or any portion of the program, assisted under 

24 this title. 
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1 "(b) Program Requirements.— The program de- 

2 scribed in subsection (a) shall — 

3 "(1) requii-e a student who receives a loan 

4 under this title to use such loan to attend an eligible 

5 institution; 

6 "(2) require each eligible institution that re- 

7 eeiv<;s funds under this title to — 

8 "(A) submit to the Director, at such time 

9 and in such form as the Director may require 

10 by regulation, a list of loan applicants and the 

1 1 amounts for which such applicants are qualified 

12 under section 1605; and 

^3 "(B) promptly notify the Director, on re- 

14 quest, of any change in enrollment status of 

15 any recipient of a loan under this title; and 

16 "(3) require the Director — 

"(A) to establish an account for each re- 
cipient of a loan under this title by name and 

19 taxpayer identification number; and 

20 "(B) provide for the increase in the total 

21 amount stated for each such account by any 

22 amounts subsequently loaned to such recipient. 
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"SEC. 1604, INSTITUTIONAL AGREEMENTS. 

*'(a) Terms of Agreement.— In order to qualify its 
students for loans under this title, an eligible institution 
shall enter into an agreement with the Director which — 
pnnides that the institution shall collect 
applications for loans under this title from its stu- 
dents that are in such form and contain, or are ac- 
companied by, such information as the Director may 
rcMiuire by rej^lation; 

**(2) contains assurances that the institution 
shall, on the basis of such applications, pro\'ide to 
the Director the information required by section 
lo03(b)(2) and shall certify to the Director that 
each loan amount in a given year does not exceed 
the student's cost of attendance at such institution; 

'*(3) provides that the institution shall pro\'ide 
to each student appljing for a loan under this title 
a notice proiided by the Director of the student's 
obligations and responsibilities under the loan; 

**(4) provides that, if a student withdraws after 
receinng a loan under this title and is owed a 
I'efund — 

**(A) the institution shall pay to the Direc- 
tor for deposit nito the Education Tinist P\ind 
a portion of such refund, in accordance with 
regulations prescribed by the Director to ensure 
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1 receipt of an amount which bears the same 

2 ratio to such refund as such loan bore to the 

3 cost of attendance of such student; and 

4 "(B) the Director shall credit the amount 

5 of such refund to the student's account; 

6 "(5) contains assurances that the institution 

7 shall comply with the reporting requirements de- 

8 scribed in subsection (c); and 

9 "(6) contains such additional terms and condi- 

10 tions as the Director and the Secretary of the Treas- 

11 urj' prescribe by regulation to protect the fiscal in- 

12 terest of the United States and to ensure effective 

13 administration of the program established under this 

14 title. 

15 "(b) Enforcement op Agreement.— The Secre- 

16 taiy may, after notice and opportunity for a hearing to 

17 the institution concerned, suspend or revoke, in whole or 

18 in part, the agreement of any eligible institution if the Di- 

19 rector finds that such institution has failed to comply with 

20 this title or any regulation prescribed under this title or 

21 has failed to comply with any term or condition of the 

22 agi-eement described in subsection (a). No funds shall he 

23 loaned under this title to any student at any eligible insu- 
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1 to recover any funds held by such institution. The Director 

2 shall have the same authority with respect to functions 

3 under this title as the Secretary has with respect to his 

4 functions under pait B of title IV of this Act. 



5 **(c) Reports. — 

6 ''(1) Certain eligible institutions.— Each 

7 olif^ible institution entering into an agreement pursu- 

8 ant to subsection (a) that experiences a percentage 

9 increase in the cost of attendance at such institution 

10 which exceeds by a significant amount, as deter- 

11 mined by the Secretarj^ the increase in the higher 

12 education price index, as developed by the Secretary, 

13 shall report to the Director on the increase in the 

14 cost of attendance at such institution, including a 

15 justification for such increase. 

16 **(2) Director. — (a) The Director, using the 

17 information received pursuant to paragraph (1), 

18 shall report to Congress on — 

19 **(i) the reasons for excessive increases in 

20 the cost of attendance at eligible institutions; 

21 and 

22 **(ii) whether sucli information should be 

23 used as a betsis on which to suspend or revoke, 

24 in whole or in part, the agreement of an eligible 

25 institution. 
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1 "(B) The report described in subparagraph (A) 

2 shall be submitted to the Congress within 2 years of 

3 the date of enactment of this title. 

4 "SEC. 1605. AMOUNT AND TERMS OF LOAN. 

5 "(a) Eligible Amounts.— 

6 "(1) Annual limits.— Any individual desiring 

7 a loan under this title who is determined by an eligi- 

8 ble institution to be an eligible student for any aca- 

9 demic year shall receive a loan for .such academic 

10 year in an amount which shall not exceed the lesser 

11 of— 

12 "(A) $10,000, or 

13 "(B) the greater of— 

14 "(i) the cost of attendance at such in- 

15 stitution, or 

16 "(ii) $500. 

17 "(2j Limitation on borrowng capacity. — 

18 Xo individual may receive any amount in an addi- 

19 tional loan under this title if the sum of the original 

20 principal amounts of all loans under this title to 

21 such individual (including the pending additional 

22 loan under this title) would exceed $33,000. 

23 "(3) Adjustment of limits for infla- 

24 TioN.— Each of the dollar amounts specified in 

25 paragrapiis (1) and (2) shall be ac\justed for any 
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1 academic year beginning after calendar year 1992 by 

2 the cost-of-living ac^justment for the calendar year 

3 immediately preceding such academic year deter- 

4 mined under section 1(f)(3) of the Internal Revenue 

5 Code of 1986 by substituting ^199r for 4989\ 

6 ''(4) Adjustments op annual limits for 

7 LESS than full-time students. — For any eligible 

8 student who is enrolled on a less than full-time 

9 basis, loan amounts to which such student is entitled 

10 for any academic year under this subsection shall 

11 equal the cost of attendance at the eligible institu- 

12 tion reduced in accordance vnth regulations pre- 

13 scribed by the Director. 

14 "(b) Terms op Loans. — Each eligible student apply- 

15 ing for a loan under this title shall sign a written agree- 

16 ment which — 

17 "(1) is made without security and without en- 

18 dorsement, except that if the borrower is a minor 

19 and such note or other written agreement executed 

20 by him would not, under the applicable law, create 

21 a binding obligation, endorsement may be required; 

22 *'(2) provides that such student shall repay 

23 such loan in accordance with the repajment provi- 

24 sions described in section 1607; 
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1 "(3) certifies that the student has received and 

2 read the notice required by section 1604(a)(3); and 

3 "(4) contains such additional terms and condi- 

4 tions as the Director may prescribe by regulation. 

5 "(e) Disbursement of Proceeds of Loans.— The 

6 Director shall, by regulation, provide for the distribution 

7 of loans to eligible students and for the appropriate notifi- 

8 cation of eligible institutions of the amounts of loans 

9 \vhi(!h are approved for any eligible student, and for the 

10 allocation of the proceeds of such loan by semester or 

1 1 other portion of an acadeniie year. The Director shall dis- 

12 tribute the proceeds of loans under this title by disbursing 

13 to the eligible institution a check or other instrument that 

14 is payable to and requires the endorsement or other certifi- 

15 cation by the student. Such proceeds shall be credited to 

16 any obligations of the eligible student to the eligible insti- 

17 tution related to the cost of attendance at such institution, 

18 with any excess being paid to the student. 

19 "(d) COXSIDERATIOK OF OtHEU StUDENT ASSIST- 

20 AXCE.~The amount of any loan received under this title 

21 shall not be taken into consideration in determining stu- 

22 (lent eiitrihility for assistance pursuant to any other pro- 

23 gi ani assisted under this Act. 
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1 "SEC. 160(). TRUST FUND. 

2 "(a) Establishment.— There is established in the 

3 Treasury of tlie United States a trust fund, to be known 

4 as tlie Education Ti-ust Fund (hereafter in tliis section 

5 referred to as the 'Ti-ust Fund'), consistuig of such 

6 amounts as are transferred to the Trust Fund under sub- 

7 section (b)(1) of this section, such amounts as are received 

8 pursuant to tlie issuance of obligations pursuant to sub- 

9 section (d), and any interest earned on investment of 

10 amounts in the Ti-ust F\md under subsection (cH3) of this 

1 1 section. 



12 "(b) TiiANSFER OF Amounts. — 

13 "(1) In GENEliAL.— Subject to the limitation in 

14 puraj^raph (2) — 

15 "(A) the SecretaiT of the Treasury shall 

16 transfer to the Tmst F\md amounts equivalent 

17 to tiixes received in the Treasury under sections 

18 r)<)B. m:, and bdU of the Internal Reveiuu' 

19 (.'ode of 1986, and 

20 "(B) the Director shall transfer to the 

21 Tiiist Fund refunds received pursuant to sec- 

22 tion 16U4(a)(4). 

23 "(2) Tlt.^N8FER.S BASED OX ESTIMATES.— The 

24 ani('uiit\ rciiuircd to lie transferred to the Ti'iist 

25 Fund under parap-aph (1)(A) shall be transferred at 

26 Iciist (iiiartcrly from the general fund of the Treas- 
•HK m:A) III _ 
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1 


ury to the Trust Fund on the basis of estimates 


2 


made by the Secretary of the Treasury. Proper ad- 


3 


justment shall be made in amounts subsequently 


4 


transferred to the extent prior estimates were in ex- 


5 


cess of or less than the amounts required to be 


6 


transferred. 


7 


"(c) Investment op Trust Fund. 


8 


"(1) In general.— It shall be the duty of the 


9 


Secretary of the Treasury to invest such portion of 


10 


the Ti-ust Fund as is not, in the Director's judg- 


11 


ment, required to meet current withdrawals. Such 


12 


investments may be made only in interest-bearing 


13 


obligations of the United States or in obligations 


14 


guaranteed as to both principal and interest by the 


15 


United States, For mch purpose, such obligations 


16 


may be acquired — 


17 


"(A) on original issue at the issue price, or 


18 


"(B) by purchase of outstanding obliga- 


19 


tions at the market price. 


20 


The purposes for which obligations of the United 


21 


States may be issued under chapter 31 of title 31, 


22 


United States Code, are hereby extended to author- 


23 


ize the issuance at par of special obligations exclu- 


24 


sively to the Trust Fund. Such special obligations 


25 


shall bear interest at a rate equal to the average 
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1 rate of interest, computed as to the end of the calen- 

2 dar month next preceding the date of such issue, 

3 borne by all marketable interest-bearing obligations 

4 of the United States then forming a part of the Pub- 

5 lie Debt; except that where such average rate is not 

6 a multiple of one-eighth of 1 percent, the rate of in- 

7 terest of such spf jin! obligations shall be the multi- 

8 pie of one-eighth of 1 percent next lower than such 

9 average rate. Such special obligations shall be issued 

10 only if the Director determines that the purchase of 

11 other interest-bearing obligations of the United 

12 States, or of obligations guaranteed as to both prin- 

13 cipal and interest by the United States on original 

14 issue or at the market price, is not in the public in- 

15 terest. 

16 ''(2) Sale of obligation, — ^Any obligation ac- 

17 quired by the Tinst Fund (except special obligations 

18 issued exclusively to the Tmst Fund) may be sold by 

19 the Director at the market price, and such special 

20 obligations may be rede^^med at par plus accmed in- 

2 1 terest. 

22 **(3) Credits to trust fund.— The interest 

23 on, and the proceeds from the sale or redemption of, 

24 any obligations held in the Trust Fund shall be 

25 credited to and form a part of the Trust Fund. 
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1 "(d) Authority To Issue Obligations.— The 

2 Trust Fund may issue bonds, notes, debentures and simi- 

3 lar obligations in an amount not to exceed the amount 

4 of fimds the Director determines necessary to carry out 

5 the piw-isions of this title. Such bonds, notes, debentures 

6 and similar obligations shall be issued at such time and 

7 price, in such form and at such rate of interest as the 

8 Director may prescribe. 

9 **(e) Obligatioxs From Trust FuND.-~-The Direc- 

10 tor is hereafter authorized to obligate — 

11 such sums as are available in the Trust 

12 Fund (including any amounts not obligated in previ- 

13 ous fiscal years) for awarding loans to eligible stu- 

14 dents in accordance with the provisions of this title; 

15 **(2) such sums as are available in the Trust 

16 Fimd to pay the principal and interest on the obiiga- 

17 tions issued under subsection (d); and 

18 **(3) such sums as are available in the Trust 

19 Fimd, as provided in appropriation Acts, for proper- 

20 ly allocable administrative costs of the Federal Gov- 

21 ernnient for the act i\i ties specified above. 

22 **(f) Report to Coxgress.— It shall be the duty of 

23 the Director to hold the Trust Fimd, and to report to the 

24 Congi-ess each year on the financial condition and the re- 

25 suits of the operations of the Tnist Fund during the pre- 
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1 ceding fiscal year and on its expected condition and oper- 

2 ations during the next fiscal year Such report shall be 

3 printed as both a House and Senate document of the se3- 

4 sion of the Congress to which the report is made. 

5 "SEC. 1607. REPAYMENT PROVISIONS. 

6 **(a) Procedure*— 

7 In general. — The Director shall develop 

8 and implement a procedure for computing repay- 

9 ment percentage options for each borrower under 

10 this title. 

11 **(2) Contents. — The procedure for determin- 

12 ing the repayment percentage described in para- 

13 graph (1) shall take into consideration the following 

14 factors: 

15 'HA) The toteJ amount of loans awarded to 

16 the borrower under this title and the consolida- 

17 tion of all loans after the date of graduation 

18 under a single repayment percentage. 

19 "(B) The repayment percentage shall not 

20 exceed 5 percent of an individual's gross income 

21 in any year. 

22 **(C) Borrowers with gross incomes for a 

23 taxable year of not more than 66 percent of the 

24 average gross income of individuals with college 

25 educations as delermined by the Bureau of the 

•HR 3000 m 
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1 Census from the most recent data available 

2 sliall pay a minimum repayment amount for 

3 such year equal to the borrower's repayment 

4 percentage of 66 percent of such average gross 

5 income. Borrowers mth gross incomes for a 

6 taxable year of more than 150 percent of the 

7 average gross income of individuals wth college 

8 educations as determined by the Bureau of the 

9 TtMisus from the most recent data available 

10 shall pay a maximum repayment amount for 

11 such year equal to the borrow^er's repayment 

12 percentage of 150 percent of such average gross 

13 income. 

14 *'(D) An aggregate repayment interest rate 

15 for all individuals who borrow in an academic 

16 year under this title shall not exceed the lesser 

17 of the average* of Lhe rates of int^^rest applicable 

18 to 10- and 30-year United States Treasury obli- 

19 gations for such year, or 10 percent, so that, to 

20 the extent possible, the program is self-financ- 

21 ing. 

22 **(E) Individuals shall be provided the op- 

23 tion to select a 15, 20, or 25 year repayment 

24 option. 
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1 **(F) The maximum repayment period shall 

2 not exceed 25 years. 

3 **(G) The amount of repayment interest 

4 accrued .shall be taken into account if repay- 

5 mcnt is deferred by an individual beyond the 

6 first taxable year beginning after the date of 

7 the loan. 

8 **(H) The buyout procedure described in 

9 paragi-aph (3). 

10 **(3) Buyout procedure.— The Director shall 

11 develop a procedure under which borrowers may 

12 repay, at any time, the total amount of loans bor- 

13 rowed under this title. Such procedure shall include 

14 interest and a prepayment penalty. 

15 **(b) Certification to the Borrower and the 

16 Secretary OF THE Treasury.— 

17 ''(l) IX general.— The Director shall pro\ide 

18 each borrower with the option to select a repayment 

19 status with a repayment percentage determined in 

20 accordance with this section and shall transmit such 

21 information along with the borrower's taxpayer iden- 

22 tifieation number to the borrower and to the Secre- 

23 taiy of the Treasury by January 1 of each calendar 

24 year. 

25 **(2) REPA^ENT STATUS. — 
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1 ''(A) In general.— Except as provided in 

2 subparagraph (B), for purposes of paragraph 

3 (1), repayment status commences either at the 

4 start of the first taxable year following — 

5 ''(i) the date of the loan, or 

6 ''(ii) the date of graduation, 

7 but in no event later than the sixth taxable year 

8 after the date of the loan. 

9 "(B) Exceptions.— The Director may, by 

10 regulation, establish special repayment policies 

1 1 for individuals in categories of special consider- 

12 ation determined by the Director. 

13 "SEC, 1608. DEFINITIONS, 

14 *'Por purposes of this title — 

15 "(1) the term 'cost of attendance' has the same 

16 meaning given to such term by section 472 of the 

17 Higher Education Act of 1965; 

18 ''(2) the term "Director'' means the Director of 

19 tlie Office of Self-Reliance Scholarships; 

20 **(3) the term 'eligible institution' has the 

21 meaning given such term by paragraph (1) or (2) of 

22 section 435(a) and does not include a proprietary 

23 trade school (as such term is defined in section 

24 481(b)); and 
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1 "(4) the term 'eligible student' means a student 

2 who is a United States citizen and has attained the 

3 age of 17 years but not the age of 51 years.". 

4 SEC. 2. COLLECTION OF LOANS. 

5 (a) In General. — Subchapter A of chapter 1 of the 

6 Internal Revenue Code of 1986 (relating to determination 

7 of tax liability) is amended by adding at the end thereof 

8 the follo\\-ing new part: 

9 "PART VIII— EDUCATIONAL LOAN REPAYMENT 

10 TAX 

"Sec. 59B. Educational loan repa>inent tax. 

11 "SEC. 59B. EDUCATIONAL LOAN REPAYMENT TAX, 

12 "(a) Ix General. — Except as provided in subsection 

13 (b), in the case of an individual who receives a certification 

14 from the Director of the Office of Self-Reliance Scholar- 

15 ships under section 1607(b) of the Higher Education Act 

16 of 1965, there is hereby imposed (in addition to any other 

17 tax imposed by this subtitle) a tax equal to the repayment 

18 percentage (as certified by the Director) of the taxpayer's 

19 gross income for the taxable year. 

20 ''(b) MiNiMUAi AND Maximum Gross Income 

21 Amounts.— 

22 ''(1) Minimum amount.— Subsection (a) shall 

23 be applied by substituting *66 percent of the average 

24 gross income of individuals u-ith college educations 

•HR 3050 IH 

3!6 



302 



19 

as determined by the Bureau of the Census from the 
most recent data available' for *the taxpayer's gross 
income for the taxable year', if the taxpayer's gross 
income for such year does not exceed 66 percent of 
such average gross income. 

**(2) Maximum amount.— Subsection (a) shall 
be applied by substituting '150 percent of the aver- 
age gross income of individuals with college educa- 
tions as determined by the Bureau of the Census 
from the most recent data available' for 'the taxpay- 
er's gross income for the taxable year', if the taxpay- 
er's gi*oss income for such year exceeds 150 percent 
of such average gross income. 
"(c) Determination of Gross Income.— 

'HD Joint return required.— Any individ- 
ual who receives a certification described in subsec- 
tion (a) shall be required to file a joint return for 
an}' taxable year at the end of which such individual 
is married. 

**(2) Basis for tax.— In the case of an indi- 
N-idual filing a joint return for a taxable year, the tax 
under subsection (a) shall be determined with re- 
spect to the gi*eater of — 

**(A) the indi\nduars gi*oss income, or 
'*(B) of the taxpayer's gi-oss income.'\ 
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1 (b) Clerical A^mendment.— The table of parts for 

2 subchapter A of chapter 1 of such Code is amended by 

3 adding at the end thereof the following new item: 

•Tart Mil. Educational loan repa>T«ent tax.**. 

4 SEC 3* SURTAX ON INDIVIDUALS WITH INCOMES OVER 

5 $1,000,000. 

6 (a) General Rule, — Subchapter A of chapter 1 of 

7 the Internal Revenue Code of 1986 (relating to determina- 

8 tion of tax liability), as amended by section 2, is further 

9 amended by adding at the end thereof the following new 

10 part: 

11 . "PART IX— SURTAX ON INDIVIDUALS WITH 

12 INCOMES OVER $1,000,000 

"Sec. 59C. Surtax on section 1 tax. 
''Sec. 59D. Surtax on minimum tax. 
''Sec. 39E. Special rules. 

13 "SEC, 59C. SURTAX ON SECTION 1 TAX- 

14 "In the case of an individual who has taxable income 

15 for the taxable year in excess of $1,000,000, tho amount 

16 of the tax imposed under section 1 for such taxable year 

17 shall be increased by 10 percent of the amount which 

18 bears the same ratio to the tax imposed under section 1 

19 (determined \nthout regard to this section) as — 

20 "(1) the amount by which the taxable income of 

21 such individual for such taxable year exceeds 

22 $1,000,000, bears to 
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1 ^*(2) the total amount of such individual's tax- 

2 able income for such taxable year. 

3 "SEC. 59D. SURTAX ON MINIMUM TAX. 

4 ^*In the case of an individual who has alternative min- 

5 iniiim taxable income for the taxable year in excess of 

6 $1,000,000, the amount of the tentative minimum tax de- 

7 tcM'inined under section 55 for such taxable year shall be 

8 inoi-caseil by 2.5 percent of the amount by which the alter- 

9 native niitiimum taxable income of such taxpayer for the 

10 taxable year exceeds $1,000,000. 

1 1 "SEC. 59E. SPECIAL RULES. 

12 **(a) Surtax To Apply to Estates and 

13 Thirsts. — For purposes of this part, the term 'individual' 

14 includes any estate or trust taxable under Election 1. 

15 **(b) TREATiMENT OP MARRIED INDRIDUAI^S FILING 

16 Separate Returns. — In the case of a married individual 

17 (within the meaning of section 7703) filing a separate re- 

18 turn for the taxable year, sections 59C and 59D shall be 

19 applied by substituting *$500,000' for *$1,000,000'. 

20 **(c) Coordination With Other Pro\isions. — 

21 The provisions of this part — 

22 shall be appHed after the application of 

23 section 1(h), but 
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1 "(2) before the application of any other provi- 

2 sion of this title which refers to the amount of tax 

3 imposed by section 1 or 55, as the case may be.". 

4 (b) Clerical Ajiendment.— The table of parts for 

5 subchapter A of chapter 1 of the Internal Revenue Code 

6 of 1986 is amended by adding at the end the following 

7 new item: 

"Part IX. Surtax on indmduaU with incomes over $1,000,000.". 

8 (c) Efi^ectr'E Date.— The amendments made by 

9 tills section sluill apply to taxable years beginning after 

10 Dec'omber31, 1991. 

1 1 SEC. 4. OFFICE OF SELF-RELIANCE SCHOLARSHIPS ESTAB- 

12 LISHED. 

13 Title II of the Department of Education Organization 

14 Act is amended by inserting at the end thereof the follow- 

15 in«? new section: 

16 "(OFFICE OF SELF-RELUNCE SCHOLARSHIPS 

17 "SEf. 214. There shall be in the Department an Of- 

18 fice of Self-Reliance Scholarships, to be administered by 

19 the Director of the Office of Self-Reliance Scholarships. 

20 The Director shall be responsible for overseeing the Self- 

21 Reliauee Scholarship Act.", 

O 
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H. R. 2336 



To establish a higher education loan program in which a borrower's annual 
repayment obligation is dependent upon both postschool income level 
and borrowing history, and for other purposes. 



Mr. 



IN THE HOUSE OF REPRESENTATIVES 
May 14, 1991 

Petri (for himself, Mr. Gejdenson, Ms. Molinari, Mr. Inhope. Mr 
Santorum, Mr. PORTER, Mr. LaFalce, Mr. Lancaster, Mr. Sund' 
QUiST, Mr. NUSSLE, Mr. HORTON, Mr. McCOLLUM, Mr. Hughes Mr 
Hertel, Mr. Campbell of Colorado, and Mr. de Lugo) introduced the 
following bill; which was referred jointly to the Committees on Education 
and Labor and Ways and Means 



A BILL 

To establish a higher education loun program in which a 
borrower's annual repayment ol.ligation is dependent 
upon both postschool income level and borrowing history, 
and for other purposes. 

1 Be it enacted by the Senate and Hmise of R&pres&nta- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 TWs Act may be cited as the "Income Dependent 

5 Education Assistance Act of 1991". 
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1 TITLE I— SYSTEM FOR MAKING INCOME- 

2 DEPENDENT EDUCATION ASSISTANCE LOANS 

3 SEC* 101. PROGRAM AUTHORirr. 

4 The Secretary of the Treasury shall, in accordance 

5 with the provisions of this title — 

6 (1) make loans to eligible students in accord- 

7 ance with this title, and 

8 (2) establish an account for each borrower of 

9 such a loan, and collect repayments on such loans, 

10 in accordance with section 6306 of the Internal Rev- 

11 enue Code of 1986. 

1 2 SEC. 102. AGREEMENTS BY EUGIBLE INSTmJTIONS. 

13 (a) Terms op Agreement. — In order to qualify its 

14 students for loans under this title, an eligible institution 

15 shall enter into an agreement with the Secretary of Educa- 

16 tion which — 

17 (1) provides that the institution will collect ap- 

18 plications for loans under this title from its students 

19 that are in such form and ..intain or are accompa- 

20 nied by such information as the Secretary of the 

21 Treasury may require by regulation; 

22 (2) contains assurances that the institution will, 

23 on the basis of such applications, provide to the Sec- 

24 retary of the Treasury the information required by 
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1 section 104 and will certify to the Secretary of the 

2 Treasury — 

3 (A) the cost of attendance determination 

4 for each student; and 

5 (B) the amount of any outstanding loans 

6 to such student under title IV of the Higher 

7 Education Act of 1965 or title VII of the Public 

8 Health Service Act; 

9 (3) provides that the institution wiU provide to 

10 each student applying for a loan under this title a 

1 1 notice provided by the Secretary of Education of the 

12 student's obligations and responsibilities under the 

13 loan; 

14 (4) provides that, if a student withdraws after 

15 receiving a loan under this title and is owed a 

16 refund — 

17 (A) the institution will pay to the Secre- 

18 tary of the Treasuiy a portion of such refund, 

19 in accordance with regulations prescribed by the 

20 Secretary of the Treasury to ensure receipt of 

21 an amount which bears the same ratio to such 

22 refund as such loan bore to the cost of attend- 

23 ance of such student; and 



•iiR 2336 m 

ER?c 3 : 3 



309 



4 

1 (B) the Secretary of the Treasury will 

2 credit the amount of such refund to the stu- 

3 dent's account; and 

4 (5) contains such additional terms and condi- 

5 tions as the Secretary of the Treasury or Secretary 

6 of Education prescribes by regulation to protect the 

7 fiscal interest of the United States and to en'sure ef- 

8 fective administration of the program under this 

9 Act. 

10 (b) Enforcement of Agreement.— The Secretary 

11 of Education may, after notice and opportunity for a hear- 

12 ing to the institution concerned, suspend or revoke, in 

13 whole or in part, the agreement of any eligible institution 

14 if the Secretary of Education finds that such institution 

15 has failed to comply with this title or any regulation pre- 

16 scribed under this title or has failed to comply with any 

17 term or condition of its agreement under subsection (a). 

18 No funds shall be loaned under this title to any student 

19 at any institution while its agreement is suspended or re- 

20 voked, and the Secretary of Education may institute pro- 

21 ceedings to recover any funds held by such an institution. 

22 The Secretary of Education shall have the same authority 

23 with respect to his functions under this Act as the Secre- 

24 tary of Education has with respect ^.o his functions under 

25 part B of title IV of the Higher Education Act of 1965. 
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(c) Notice to Secretary.— The Secretary of Edu- 


2 


cation shall annually submit to the Secretary of the Treas- 


3 


ury a list of the eligible institutions having effective agree- 


4 


ments under this section, and shall promptly notify the 


5 


Secretary of the Treasury of any action taken under sub- 


6 


section (b) to suspend, revoke, or reinstate any such agree- 


7 


ment. 


8 


SEC. 103. AMOUNT AND TERMS OF LOANS. 


9 


(a) Eligible Amounts. — 


10 


(1) Annual umits.— Any individual who is de- 


11 


termined by an eligible institution to be an eligible 


12 


student for any academic year shall be eligible to re- 


13 


ceive an IDEA loan for such academic year in an 


14 


amount which is not less than $500 or more than 


15 


the cost of attendance at such institution, deter- 


16 


mined in accordance with section 484 of the Higher 


17 


Education Act of 1965. The amount of such loan 


18 


shall not exceed — 


19 


(A) $6,500 in the case of any student who 


20 


has not competed his or her second year of un- 


21 


dergraduate study; 


22 


(B) $8,000 in the case of any student who 


23 


has completed such second year but who haj> 


24 


not completed his or her course of undergradu- 


25 


ate study; 
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1 (C) $30,000 in the case of any student 

2 who is enrolled in a graduate degree program in 

3 medicine, dentistry, veterinaiy medicine, podia- 

4 try, optometry, or osteopathic medicine; or 

5 (D) $22,500 in the case of any student 

6 who is enrolled in a graduate degree program in 

7 pharmacy, chiropractic, public health, health 

8 administration, clinical psychology, or allied 

9 health fields, or in an undergraduate degree 

10 program in pharmacy; or 

11 (E) $11,000 in the case of any other stu- 

12 dent. 

13 (2) Limitation on borrowing capacity.— 

14 No individual may receive any amount in an addi- 

15 tional IDEA loan if the sum of the original principal 

16 amounts of all IDEA loans to such individual (in- 

17 eluding the pending additional loan) would equal or 

18 exceed — 

19 (A) $70,000, minus 

20 (B) the product of (i) the number of years 

21 by which the borrovver's age (as of the close of 

22 the preceding calendar year) exceeds 35, and 

23 (ii) one-twentieth of the amount specified in 

24 subparagraph (A), as adjusted pursuant to 

25 paragraph (3), 
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1 (3) Exceptions to borrowing capacity lim- 

2 its pgr certain graduate students. — For a 

3 student who is — 

4 (A) a student described in paragraph 

5 (1)(C), paragraph (2) shall be applied by sub- 

6 stituting "$143,370" for "$70,000"; or 

7 (B) a student described in paragraph 

8 (1)(D), paragraph (2) shall be applied by sub- 

9 stituting "$115,770" for "$70,000". 

10 (4) Adjustment op limits for inplation. — 

1 1 Each of the dollar amounts specified in paragraphs 

12 (1), (2), and (3) shall be ac^usted for any academic 

13 year after calendar year 1994 by the cost-of-living 

14 acyustment for the calendar year preceding such 

15 academic year determined under section 

16 6306(h)(3)(C) of the Internal Revenue Code of 

17 1986, rounded to the nearest multiple of $100 (or, 

18 if such adijustment is a multiple of $50 and not a 

19 multiple of $100, such acUustment shall be increased 

20 to the next higher multiple of $100). 

21 (5) Computation op outstanding loan ob- 

22 ligations.— For the purposes of this subsection, 

23 any loan obligations of an individual under student 

24 loan programs under title IV of the Higher Kduca- 

25 tion Act of 1965 or title VII of the Public Health 
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1 Service Act shall be counted toward IDEA annual 

2 and aggregate borrowing capacity limits. For pur- 

3 poses of annual and aggregate loan limits xinder any 

4 such student loan program, IDEA loans shall be 

5 counted as loans under such program. 

6 (6) Adjustments op annual limits for 

7 LESS THAN PULL-TIME STUDENTS. — For any Stu- 

8 dent who is enrolled on a less than full-time basis, 

9 loan amounts for which such student shall be eligible 

10 for aiiy academic year under this subsection shall be 

1 1 reduced in accordance with regulations prescribed by 

12 the Secretary of Education. 

13 (b) Duration of Eligibility. — ^An eligible student 

14 shall not be eligible to receive a loan xmder this title for 

15 more than a total of the full-time equivalent of 9 academic 

16 years, of which not more than the full-time equivalent of 

17 5 academic years shall be as an undergraduate student 

18 and not more than the fall-time equivalent of 5 academic 

19 years shall be as a graduate student. 

20 (c) Terms of Loans. — Each eligible student apply- 

21 ing for a loan under this title shall sign a written agree- 

22 ment which — 

23 (1) is made without security and without en- 

24 dorsement, except that if the borrower is a minor 

25 and such note or other written agreement executed 
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1 by him would not, under the appUcable law, create 

2 a binding obligation, endorsement may be required, 

3 (2) provides that such student will repay the 

4 principal amoui\t of the loan and any interest or ad- 

5 ditional charges thereon in accordance with section 

6 6306 of the Internal Revenue Code of 1954; 

7 (3) provides that the interest on the loan wiU 

8 accrue in accordance with section 105; 

9 (4) certifies that the student has received and 

10 read the notice required by section 102(a)(3); and 

11 (5) contains such additional terms and condi- 

12 tions as the Secretary of the Treasuiy may prescribe 

13 by regulation. 

14 (d) Disbursement op Proceeds op Loans.— The 

15 Secretary of the Treasuiy shall, by regulation, provide for 

16 the distribution of loans to eligible students and for the 

17 appropriate notification of eligible institutions of the 

18 amounts of loans which are approved for any eUgible stu- 

19 dent, and for the allocation of the proceeds of such loan 

20 by semester or other portion of an academic year. The 

21 Secretary of the Treasuiy shall distribute the proceeds of 

22 loans under this title by disbursing to the institution a 

23 check or other instrument that is payable to and requires 

24 the endorsement or other certification by the student. 

25 Such proceeds shall be credited to any obligations of the 
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1 eligible student to the institution related to the cost of at- 

2 tendance at such institution, with any excess being paid 

3 to the student* The first installment of the proceeds of 

4 any loan under this title that is made to a student borrow- 

5 er who is entering the first year of a program of under- 

6 graduate education, and who has not previously obtained 

7 a loan under this title, shall not be presented by the insti- 

8 tution to the student for endorsement until 30 doys after 

9 the borrower begins a course of study, but may be deliv- 

10 ered to the eligible institution prior to the end of that 30- 

1 1 day period. 

12 SEC. 104. INFORMATION REQUIREMENTS FOR LOAN PRO- 

13 GRAAL 

14 (a) Responsibilities of Eligible Institu- 

15 TIONS. — Each eligible institution which receives funds 

16 under this title shall — 

17 (1) submit to the Secretary of the Treasury, at 

18 such time and in such form as the Secreteuy may re- 

19 quire by regulation, a machine-readable list of appli- 

20 cants and the amounts for which they are qualified 

21 under section 103; 

22 (2) promptly notify the Secretary of the Treas- 

23 uiy, on request, of any change in enrollment status 

24 of any recipient of a loan under this title; and 
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1 



(3) submit to the Secretary of the Treasuiy, at 

2 such time and in such forms as the Secretaiy of the 

3 Treasury may require by regulation for use in deter- 

4 mining the repayment status of borrowers, a ma- 

5 chine-readable list of eligible students who have pre- 

6 viously received loans under this title but who are 

7 not included as current applicants in the list re- 

8 quired by such paragraph. 

9 (b) Responsibilities op the Secretary op the 

10 TREASURY.-The Secretaiy of the Treasury shall, on the 

11 basis of the lists received under subsection (a)(2), estab- 

12 lish an obligation account, by name and taxpayer identifi- 

13 cation number, with respect to each recipient of a loan 

14 under this title. The Secretary of the Treasury shaU pro- 

15 vide for the increase in the total amount stated for each 

16 such account by any amounts subsequently loaned to that 

1 7 recipient under this title and by the amount of any interest 

18 charges imposed pursuant to section 105. The Secretary 

19 of the Treasury shall, with the notice required by section 

20 6306(a)(1) of the Internal Revenue Code of 1986, trans- 

21 mit to each recipient of a loan under this title a statement 

22 of the total amount of the obligation of such recipient as 

23 of the close of the preceding calendar year. 
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1 SEC. 105. INTEREST CHARGES. 

2 Interest charges on loans made under this title shall 

3 be added to the recipient's obligation account at the end 

4 of each calendar year. Such interest charges shall be based 

5 upon an interest rate equal to the lesser of — 

6 (1) the sum of the average bond equivalent 

7 rates of 91 -day Treasury bills auctioned during that 

8 calendar year, plus 2 percentage points, rounded to 

9 the next higher one-eighth of 1 percent; or 

10 (2) 10 percent. 

11 SEC. 108. CONVERSION AND CONSOLIDATION OF OTHER 

12 LOANS. 

13 (a) In General.— The Secretary of the Treasury 

14 may, upon request of a borrower who has received a feder- 

15 ally insured or guaranteed loan or loans under title IV 

16 of the Higher Education Act of 1965 or under title VII 

17 of the Public Health Service Act, make a new loan to such 

18 borrower in an amount equal to the sum of the unpaid 

19 principal on the title IV or title VII loans. The proceeds 

20 of the new loan shall be used to discharge the liability on 

21 such title IV or title VII loans. Except as provided in sub- 

22 section (b), any loan made under this subsection shall be 

23 made on the same terms and conditions as any other loan 

24 under this Act and shall be considered a new IDEA loan 

25 for purposes of this title and section 6306 of the Internal 

26 Revenue Code of 1986. 
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1 (b) Conversion Regulations,— The Secretaiy of 

2 the Treasury shall prescribe regulations concerning the 

3 methods and calculations required for conversion to IDEA 

4 loans under subsection (a). Such regulations shall provide 

5 appropriate acyustments in the determination of the prin- 

6 cipal and interest owed on the IDEA loan in order to — 



7 (1) secure payments to the Government com- 

8 mensurate with the amounts the Government would 

9 have received had the original loans been IDEA 

10 loans; 

11 (2) fairly credit the borrower for principal and 

12 interest payments made on such original loans and 

13 for origination fees deducted from such original 

14 loans; and 

15 (3) prevent borrowers from evading their obli- 

16 gations or otherwise taking unfair advantaj^e of the 

17 conversion option provided under this section. 

18 (c) Mandatory Conversion of Defaulted 

19 Loans. — 

20 (1) Conversion in accordance with regu- 

21 LATIONS. — ^Any loan which is — 

22 (A) made, insured, or guaranteed under 

23 title IV of the Higher Education Act of 1965 

24 or title Vn of the Public Health Service Act 

25 after the date of enactment of this Act, and 
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1 (B) assigned to the Secretary of Education 

2 or Health and Human Services for collection 

3 after a default by the borrower in repayment of 

4 such loan, 

5 shall, in accordance with regulations prescribed by 

6 the Secretaries of Education and Health and 

7 Human Services, be treated for purposes of coUec- 

8 tion, under section 6306 of the Internal Eevenue 

9 Code of 1986, as if such loan had been converted to 

10 an IDEA loan under subsections (a) and (b) of this 

11 section. 

12 (2) Notices. — The Secretaries of Education 

13 and Health and Human Services shall notify— 

14 (A) the Secretaiy of the Treasury of the 

15 need to establish or adjust an account balance 

16 of any borrower by reason of the provisions of 

17 this subsection; and 

18 (B) the borrower of the conversion of the 

19 defaulted loans to an IDEA loan and of the 

20 procedures for collection under section 6306 of 

21 the Internal Revenue Code of 1986. 

22 SEC. 107. TERMINATION OF OTHER STUDENT LOAN PRO- 

23 GRAMS. 

24 The authority to make additional loans under section 

25 428A and part D of title IV of the Higher Education Act 
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1 of 1965 (20 U.S.C. 107&-1) is terminated for any aca- 

2 demic year beginning after the date that regulations are 

3 prescribed by the Secretaries of the Treasuiy and Educa- 

4 tion to cany out this title. This section shall not affect 

5 the administration of such section and part with respect 



6 


to loans made prior to that date. 


7 


SEC. 108. AUTHORIZATION OP APPROPRIATIONS. 


8 


(a) Loan Funds.— There are authorized to be ap- 


9 


propriated to make distributions of loan funds imder sec- 


10 


tion 102 such sums as maybe necessaiy. 


11 


(b) Administrative Expenses.— There Jire author- 


12 


ized to be appropriated such sums as may be necessary 


13 


to administer and carry out this title. 


14 


SEC. 109. DEFINITIONS. 


15 


For purposes of this title — 


16 


(1) the term "eligible institution" has the 


17 


meaning given it by section 435(a) (1) or (2) of the 


18 


Higher Education Act of 1965; 


19 


(2) the term "eligible student" means a student 


20 


who is eligible for assistance under title IV of the 


21 


Higher Education Act of 1965 as required by sec- 


22 


tion 484 of such Act (relating to eligibility for stu- 


23 


dent aijsistance) and who is carrying at least one- 


24 


half the normal full-time academic workload (as de- 


25 


termined by the institution); and 
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1 (3) the term "IDEA loan" means a loan made 

2 under this title. 

3 TITLE n— COLLECTION OF INCOME- 

4 DEPENDENT EDUCATION ASSISTANCE LOANS 

5 SEC. 201. REPAYMENTS USING INCOME TAX COLLECTION 

6 SYSTEM. 

7 (a) In General.— Subchapter A of chapter 64 of the 

8 Internal Revenue Code of 1986 (relating to coUection) is 

9 amended by adding at the end thereof the following 

10 new section: 

11 «SEC. 6306. COLLECTION OP INCOME-DEPENDENT EDUCA- 



12 TION ASSISTANCE LOANS. 

13 "(a) Notice to Borrower.— 

14 "(1) In general. — During January of each 

15 calendar year, the Secretary shall furnish to each 

16 borrower of an IDEA loan notice as to — 

17 "(A) whether the records of the Secretary 

18 indicate that such borrower is in repayment sta- 

19 tus, 

20 "(B) the maximum account balance of 

21 such borrower, 

22 "(C) the current account balance of such 

23 borrower as of the close of the preceding cdlen- 

24 dar year, and 
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"(D) the procedure for computing the 
amount of repayment owing for the taxable year 
beginning in the preceding calendar year. 
"(2) Form, ETC.-The notice under paragraph 
(1) shall be in such form as the Secretary may by 
regulations prescribe and shall be sent by mail to the 
individual's last known address or shaU be left at the 
dwelUng or usual place of business of such individ- 
9 ual. 

10 "(b) Computation of Annual Repayment 

1 1 Amount. — 

12 "(1) In 6ENERAL.--The annual amount pay- 

13 able under this section by the taxpayer for any tax- 

14 able year shall be the lesser of— 

"(A) the product of— 

"(i) the base arrortization amount, 

17 and 

the progressiv:ty factor for the 
taxpayer for such taxable year, or 
"(B) 20 percent of the excess of— 

"(i) the modified ac^usted gross in- 
come of the taxpayer for such taxable year, 
over 



19 
20 
21 
22 
23 
24 
25 



"(ii)(I) in the case of a joint return, 
the sum of the standard deducUon applica- 
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1 ble to such return and twice the exemption 

2 amount for the taxable year, and 

3 **(n) in any other case, the sum of 

4 the standard deduction applicable to such 

5 individual and the exemption amoant for 

6 the taxable year. 

7 For purposes of subparagraph (B)(ii), the term 

8 'standard deduction' has the meaning given 

9 such term by section 63(c), and the term 'ex- 

10 emption amount' has the meaning given such 

1 1 term by section 151(d)* 

12 "(2) Base amortization amount, — 

13 "(A) In general*— For purposes of this 

14 section, the term 'base amortization amount' 

15 means the amount which, if paid at the close of 

16 each year for a period of 12 consecutive years, 

17 would fiilly repay (with interest) at the close of 

18 such period the maximum account balance of 

19 the borrower* For purposes of the preceding 

20 sentence, an 8-percent annual rate of interest 

21 shall be assumed. 

22 "(B) Joint returns.— In the case of a 

23 joint return where each spouse has an account 

24 balance and is in repayment status, the amount 

25 determined under subparagraph (A) shall be 
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1 the sum of the base amortization amounts of 

2 each spouse. 

3 "(3) Progrbssivity factor.-— 

4 "(A) In general.— For purposes of this 

5 section, the term 'progressivity factor' means 

6 the number determined under tables prescribed 

7 by the Secretary which is based on the following 

8 tables for the circumstances specified: 

^ "(i) Joint returns; surviving 

10 SPOUSBS.-In the case of a taxpayer to 

^ ^ whom section 1(a) applies— 

"If the taxpayer't modified ti,- « . . 

•diluted groM income ii: * Proi^Mivity 

Not over $7,860 . »ctor ii: 

11.700 0.429 

16.740 ; 0-500 

21.720 0.571 

26,880 0.643 

32.700 0.786 

39.060 0.893 

48.600 1000 

63.480 1000 

87.360 1-152 

117,000 1-272 

163.080 

240,000 and over .. ^-^^5 
2.000 

"(ii) Heads op households.— In 
of a taxpayer to whom section 
1^ 1(b) applies — 

"If the taxpayer's modified tt. 

aiUueted grow income ii: " pro^Mivity 

Not over $6,540 factor is: 

10.320 0.429 

12,300 0.500 

16.080 0.607 

19.920 0.643 

25.020 0.714 

31,380 0.857 

1.000 
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37.740 1.000 

47,280 1.094 

63.180 1.313 

86,440 1.406 

IH. OeO 1.600 

204,000 tnd over 2.000 

1 "(iii) UNMARMBD INDIVroUALS, 

2 ETC. — In the case of a taxpayer to whom 

3 section 1(c) applies — 

*V the Uuqmyer's modified The progretaivity 

adUufted groM income is: fsctor it: 

Not over $6,540 0.467 

9,000 0.600 

II, 580 0.633 

14,220 0.600 

16,740 0.667 

19.920 0.767 

25,020 0.867 

31,380 1.000 

37,740 1.000 

46.360 1118 

58,080 1.235 

82,260 1.412 

94,320 1.500 

1 68,000 and over 2.000 

4 "(iv) Married individuals filing 

5 SEPARATE RETURNS. — ^In the case of a 

6 taxpayer to whom section 1(d) applies — 

the taxpayer's modified The progreMivity 

adjuited groM income it: factor it; 

Not over $3,930 0.483 

5,850 0.552 

8,370 0.655 

10,860 0.759 

13.440 0.862 

16,350 1 000 

19,530 1.000 

24,300 1,182 

31.740 1,333 

43,680 1.485 

84,000 and over 2.000 

7 ''{B) Ratable CHANGES.~The tables pre- 

8 scribed by the Secretary under subparagraph 
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1 (A) shall provide for ratable increases (rounded 

2 to the nearest 1/1,000) in the progressivity fac- 

3 tors between the amounts of modified a(\justed 

4 gross income contained in the tables* 

5 "(C) Inflation adjustment of modi- 

6 FIBD AGI AMOUNTS* — Por inflation adjustment 

7 of amounts of modified adjusted gross income^ 

8 see subsection (h)(3)* 

9 "(4) Modified adjusted gross income*— 

10 For purposes of this subsection, the term 'modified 

11 adjusted gross income' means adjusted gross income 

12 for the taxable year — 

13 "(A) determined without regard to section 

14 62(b) and without regard to the deductions 

15 from gross income allowable under section 

16 62(a) by reason of— 

17 "(i) paragraph (6) thereof (relating to 

18 profit-sharing, annuities, and bond-pur- 

19 chase plans of self-employed individuals), 

20 ''(ii) paragraph (7) thereof (relating 

21 to retirement savings), and 

22 ''(iii) paragraph (11) thereof (relating 

23 to reforestation expenses), and 

24 ''(B) increased by— 
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1 "(i) interest exempt from the tax im- 

2 posed by chapter 1, and 

3 "(ii) the items of tax preference de- 

4 scribed in section 57 (other than subsec- 

5 tion (a)(5) thereof). 

6 "(c) Termination op Borrower's Repayment 



7 Obligation. — 



8 "(1) In general.— The repayment obligation 

9 of a borrower of an IDEA loan shall terminate only 

10 if there is repaid with respect to such loan an 

1 1 amount equal to— 

^2 "(A) in the case of any repayment during 

13 the first 12 years for which the borrower is in 

14 repayment status with respect to any loan, the 

15 sum of — 

16 "(i) the principal amount of the loan, 

17 plus 

18 "(ii) interest computed for each year 

19 the loan is outstanding at an annual rate 

20 equal to the annual rate otherwise applica- 

21 ble to such loan for such year, plus 2.5 

22 percent, and 

23 "(B) in the case of any repayment during 

24 any subsequent year, the principal amount of 
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1 the loan plus interest computed at the rates ap- 

2 plicable to the loan. 

3 ''(2) No REPAYMENT REQUIRED AFTER 25 

4 YEARS IN REPAYMENT STATUS. — No amouiit shall be 

5 required to be repaid under this section with respect 

6 to any loan for any taxable year after the 25th year 

7 for which the borrower is in repayment status with 

8 respect to such loan. 

9 "(3) Exception for de minimus loans re- 

10 paid during first 12 YEARS IN REPAYMENT STA- 

1 1 TUS.— In any case where the maximum account bal- 

12 ance of any borrower is $3,000 or less, subpara- 

13 graph (B), and not subparagraph (A), of paragraph 

14 (1) shall apply to repayment of such loan. 

15 "(4) Determination of years in repay- 

16 ment status. — For purposes of paragraphs (1)(A) 

17 and (2), the number of years in which a borrower 

18 is in repayment status with respect to any IDEA 

19 loan shall be determined without regard to any year 

20 before the most recent year in which the borrower 

21 received an IDEA loan. 

22 "(5) Extension of repayment years for 

23 medical interns. — The number of years specified 

24 in paragraphs (1)(A) and (2) shall be increased by 

25 1 year for each calendar year during any 5 months 
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of which the individual is an intern in medicine, den- 
tistry, veterinary medicine, or osteopathic medicine, 
"(d) Definitions. — For purposes of this section — 

"(1) Maximum ACCOUNT balance*— The term 
'maximum account balance' means the highest 
amount (as of the close of any calendar year) of un- 
paid principal and unpaid accrued interest on all 
IDEA loan obligations of a borrower. 

"(2) Current account balance.— The term 
'current account balance' means the amount (as of 
the close of a calendar year) of unpaid principal and 
unpaid accrued interest on all IDEA loans of a bor- 
rower. 

"(3) Repayment status. — ^A borrower is in 
repayment status for any taxable year iznless — 

"(A) such borrower was, during at least 7 
months of such year, an eligible student, as 
that term is defined in section 109(3) of the In- 
come-Dependent Education Assistance Act of 
1991; or 

"(B) such taxable year was the first year 
in which the borrower was such an eligible stu- 
dent and the borrower was such an eligible stu- 
dent during the last 3 months of such taxable 
year. 
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1 **(4) IDEA LOAN.— The term 'IDEA loan^ 

2 means any loan made under title I of the Income- 

3 Dependent Education Assistance Act of 1991. 

4 "(e) Payment op Amount Owing.— Any amount to 

5 be collected from an individual under this section shall be 

6 paid — 

7 **(1) not later than the last date (determined 

8 without regard to extensions) prescribed for filing 

9 his return of tax imposed by chapter 1 for the tax- 

10 able year ending before the date the notice under 

11 subsection (a) is sent, and 

12 **(2)(A) if such return is filed not later than 

13 such date, with such return, or 

14 "(B) in any case not described in subparagraph 

15 (A), in such manner as the Secretary may by regula- 

16 lions prescribe. 

17 "(f) Failure To Pay Amount Owing.— If an indi- 

18 vidual fails to pay the full amount required to be paid on 

19 or before the last date described in subsection (e)(1), the 

20 Secretary shall assess and collect the unpaid amount in 

21 the same manner, with the same powers, and subject to 

22 the same limitations applicable to a tax imposed by sub- 

23 title C the collection of which would be jeopardized by 

24 delay. 
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1 "(g) Loans of Dbobasbd and Permanently Dis- 

2 abled borrowers; discharge by secretary. — 

3 "(1) Discharge in the event op death,— 

4 If a borrower of an IDEA loan dies or becomes per- 

5 manently and totally disabled (as determined in ac- 

6 cordance with regulations of the Secretary), then the 

7 Secretary shall discharge the borrower's liability on 

8 the loan. 

9 "(2) Limitation on discharge.— The dis- 

10 charge of the liability of an individual under this 

11 subsection shall not discharge the liability of any 

12 spouse with respect to any IDEA loan made to such 

13 spouse. 

14 "(h) Crediting op Collections; Special 

15 Rules. — 

16 "(1) Crediting op amounts paid on a joint 

17 return. — ^Amounts collected under this section on a 

18 joint return from a husband and wife both of whom 

19 are in repayment status shall be credited to the ac- 

20 counts of such spouses in the following order: 

21 *'(A) first, to repayment of interest added 

22 to each account at the end of the preceding cal- 

23 endar year in proportion to the interest so 

24 added to the respective accounts of the spouses, 

25 and 
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1 "(B) then, to repayment of unpaid princi- 

2 pal, and unpaid interest accrued before such 

3 preceding calendar year, in proportion to the re- 

4 spective maximum account balances of the 

5 spouses. 

6 "(2) Computation op alternative annual 

7 paylvient for individuals who have attained 

8 AGE 55. — In the case of an individual who attains 

9 age 55 before the close of the calendar year ending 

10 in the taxable year, or of an individual filing a joint 

1 1 return whose spouse attains age 55 before the close 

12 of such calendar year, the progressivity factor appli- 

13 cable to the base amortization amount of such indi- 

14 vidual for such taxable year shall not be less than 

15 1.0. 

16 "(3) Inflation adjustment in computation 

17 OF PROGRESSIVITY FACTOR. — 

18 "(A) In general.— Not later than De- 

19 cember 15 of 1996 and of each 3d calendar 

20 year thereafter, the Secretary shall prescribe ta- 

21 bles wliich shall apply in lieu of the tables con- 

22 tained in subsection {b)(3){A) with respect to 

23 the succeeding 3 calendar years. 

24 "(B) Method of prescribing tables.— 

25 The table which under subparagraph (A) is to 
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1 

1 


apply in lieu ot the table contained in clause (i), 




fill r\M /««»\ m—J^^^^l.* ^ f\^\ i f\\ t k. \ j1 

Ui;> viiU> or (iv; ot subsection (b)(3)(A), as the 


D 


case may be, shall be prescribed — 


A 


"(i) by increasing each amount of 


< 


modified a(^usted gross income in such 


u 


table by the cost-of-Iiving adjustment for 


7 


me Caienaar year, ana 


Q 
O 


(11) by not changing the progressmty 


Q 


factor applicable to the modified ac^justed 


in 


gross income as adjusted under clause (i). 


1 1 
1 1 


If any increase under the preceding sentence is 




not a multiple oi $1U, such increase shall be 




rounded to the nearest multiple of $10 (or, if 


If 


such increase is a multiple of $5 and is not a 


1 s 


multiple ot $1U, such increase shall be in- 


lA 


creased to the next highest multiple of $10), 


17 


(U) UOST-OF-LIVING ADJUSTMENT. — For 


1R 


purposes of this paragraph, the cost-of-living 


10 


adjustment for any calendar year is the per- 


70 


centage (if any) by which — 


01 


"(i) the CPI for the preceding calen- 


zz 


dar year, exceeds 


23 


"(ii) the CPI for the calendar year 


24 


1995. 
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1 


"(D) CPI FOR ANY CALENDAR YEAR.— For 


2 


purposes of subparagraph (C), the CPI for any 


3 


calendar year is the average of the Consumer 


4 


Price Index as of the close of the 12-mGnth pe- 


5 


riod ending on September 30 of such calendar 


6 


year. 


7 


"(E) Consumer price index.— For pur- 


8 


poses of subparagraph (D), the term 'Consumer 


9 


Price Index* means the last Consumer Price 


10 


Index for all-urban consumers published by the 


11 


Department of Labor. 


12 


"(5) Rules relating to bankruptcy.— 


13 


"(A) In general.— An IDEA loan shaU 


14 


not be dischargeable in a case under title 11 of 


15 


the United States Code. 


16 


"(B) Certain amounts may be post- 


17 


poned. — If any individual receives a discharge 


18 


in a case under title 11 of the United States 


19 


Code, the Secretaiy may postpone any amount 


20 


of the portion of the liability of such individual 


21 


on any IDEA loan which is attributable to 


22 


amounts required to be paid on such loan for 


23 


periods preceding the date of such discharge. 


24 


"(6) Finality op assessment and collec- 


25 


tion.— -The first sentence of subsection (b) of sec- 
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1 tion 6305 shall apply to assessments and collections 

2 under subsection (f) of this section/* 

3 (b) Ai^PLiCATiON OP Estimated Tax. — Subsection 

4 (f) of section 6654 of such Code (relating to failure by 

5 individual to pay estimated income tax) is amended by 

6 strikinf^ "minus" at the end of paragraph (2) and insert- 

7 ing "plus", by redesignating paragraph (3) as paragraph 

8 (4), and by inserting after paragraph (2) the following new 

9 paragraph: 

10 "(3) the amount reqizired to be repaid under 

11 section 6306 (relating to collection of income-de- 

12 pendent education assistance loans), minus." 

13 (c) Filing Requirement.— Subsection (a) of sec- 

14 tion 6012 of such Code (relating to persons required to 

15 maku returns of income) is amended by inserting after 

16 paragraph (9) the following new paragraph: 

17 ^*(10) Every individual required to make a pay- 

18 ment for the taxable year under section 6306 (relat- 

19 ing to collection of income-dependent education as- 

20 sistance loans)." 

21 (d) Clkkical Amendment.— The table of sections 

22 for subchapter A of chapter 64 of such Code is amended 

23 by adding at the end thereof the following new item: 

"Sec 6306. CoUection of income-dependent education assistance 
loans." 

o 
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